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MIDDLE EAST 


‘Turbulence’ in Middle East, U.S. Policy Viewed 


93CM0486A Shanghai GUOJI ZHANWANG [WORLD 
OUTLOOK] in Chinese No 232, 23 Aug 93 pp 8-9 


[Article by Li Rong (2621 2837): “Continuing Turbu- 
lence in the Middle East Situation”’] 


[Text] The situation in the Middle East today remains 
complex, changing, turbulent and unstable. This notable 
characteristic reflects the fact that the dramatic changes 
in the international structure beginning three years ago 
have had a major impact on the Middle East and the 
ramifications are continuing to evolve in depth. The 
Gulf War and the dissolution of the Soviet Union have 
fundamentally altered the basic Middle Eastern struc- 
ture, destroyed its balance of power and exacerbated the 
basic racial, ethnic, religious and territorial contradic- 
tions which have long existed in the region. Therefore, 
the Middle East is still one of the hot spots in the world 
today, one which linked with the Balkans has become an 
“area containing the border hot spots [between coun- 
tries] in both Europe and Asia.” 


New causes of turbulence are brewing in the Middle 
East, and these are manifested in the following: 


1. The Arab-Israeli peace talks have entered a substan- 
tive negotiating stage, accentuating the various contra- 
dictions between the two sides and making their conflicts 
more pronounced, and this situation will likely lead to 
greater turbulence. Since the 1991 Madrid Peace Con- 
ference, the Arabs and Israelis have held 10 rounds of 
talks with both sides making some compromises, and 
achieving some progress in non-substantive areas. The 
10th round of talks is crucial to the negotiations as it 
touches on the status of East Jerusalem and the question 
of Palestinian self-rule. Because these are issues relating 
to the basic rights of the people and their territorial 
integrity, both sides try to air their points of view and 
both find it difficult to make any compromises. The facts 
clearly demonstrate that the closer the peace talks get to 
issues of substance, the more difficult it is for the parties 
to make coricessions. The right-wing forces in Israel itself 
are exerting continuous pressure on Rabin, with right- 
wing Likud party leader Netanyahu lining up other 
opposition factions in a united front to oppose the Israeli 
withdrawal from the Golan Heights. The extent to which 
Rabin is able to make any compromise at the negotiating 
table is very limited, and he has publicly declared that he 
will not make any unilateral concessions. At the same 
time, the anti-peace talks faction among the Palestinians 
is gaining strength; they oppose any kind of agreement, 
advocate the use of force to regain the lost territory, 
openly threaten their own delegates to the peace talks, 
and even carry out numerous armed attacks and terrorist 
incidents in the Israeli occupied territory. Recently, the 
series of small-scale armed clashes between the Arabs 
and Israelis have heightened tension on both sides 
bringing them close to a flash point. On 8 July, when 
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U.S. special envoy Dennis Ross arrived in Israel to help 
maintain the momentum of the Arab-Israeli peace talks, 
large-scale fighting took place in south Lebanon between 
the Israeli army and the Hizbollah party and Palestinian 
fighters. Because the fighting continued to escalate, the 
Israelis on 25 July launched an assault in Lebanon, the 
largest since the 1982 invasion of that country, causing 
118 deaths, driving 400,000 people from their homes, 
and seriously endangering the continuation of the talks. 
Nevertheless, driven by the major trend of events, the 
Arab-Israeli peace talks continued to go forward; but 
because results cannot be achieved overnight, and the 
search for a breakthrough will be difficult, the process 
therefore contains underlying causes for new turbulence 
which have yet to surface. 


2. The unstable situation in the Gulf region is another 
underlying reason for turbulence. To begin with, after 
the Gulf War, Iraq remains defiant despite its defeat, 
and it continues to resist any pressure applied against it; 
Saddam is not overthrown, rather he remains in control 
of the army and firm in his insistence that Kuwait is part 
of Iraq; not only does he reject the United Nation’s 
decision on the demarcation line between Iraq and 
Kuwait, he has put up various obstacles to make it 
difficult for the U.N. arms inspection teams to carry out 
their mission. Following the Gulf War, the United States 
has already twice bombed Iraq; although Iraq at present 
is powerless to resist, its ability of waiting for an oppor- 
tune moment to make trouble remains intact. So long as 
Saddam remains in power, U.S.-Iraqi relations will not 
improve, anu a situation of pausing, fighting and pausing 
again will likely continue; the Gulf region will therefore 
continue to be unstable. Furthermore, after the Gulf 
War, Iran has quickly rearmed, including development 
of its nuclear technology, taking advantage of Iraq’s 
having been weakened by the war and aiming to make 
Iran itself a hegemonic power in the area; Iran’s action 
has already generated fear on the part of its neighboring 
countries and the United States. The U.S. Central Intel- 
ligence Agency estimates that Iran will possess nuclear 
weapons by the year 2000 and will become a threat to 
U.S. interests. The United States has called on Western 
nations to stop selling nuclear technology to Iran, and 
also considered other actions to restrain Iran. But Iran 
has not in any way lowered its anti-American rhetoric, 
and as U.S.-Iranian relations continue to deteriorate, the 
possibility of the United States taking certain measures 
against Iran cannot be ruled out. In addition, territorial 
disputes and conflicts between the Gulf states have 
become increasingly tense. The border between Iraq and 
Kuwait has not been clearly delineated, and Kuwait 
remains on guard against another Iraqi invasion at any 
time. Iran and the United Arab Emirates [UAE] are 
again disputing the sovereignty over the Abu Musa 
island and the big and small Tunb islands in the Strait of 
Hormuz. Last year Iran suddenly ordered all UAE resi- 
dents off the islands, and even though both sides were 
preparing for war, they managed to enter into negotia- 
tions arranged by third parties but these talks have not 
produced any result to date. In addition, border disputes 
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and armed clashes have also occurred between Saudi 
Arabia and Qatar and between Bahrain and Qatar; 
territorial disputes therefore have become an important 
cause for the new turbulence. Finally, the Gulf states in 
the Middle East compete among themselves for arma- 
ment, turning the area into the world’s largest and 
hottest market for arms. As foreign press reporting puts 
it, the Gulf may well become a “new arms depot.” Since 
1992, Saudi Arabia, Kuwait, UAE and Oman have 
purchased arms with a total value of $23 billion (not 
counting arms on order). The estimate of experts is that 
in the next few years, the potential purchasing power for 
armament in the Middle East area may reach the $60 
billion mark. In March of this year, at an international 
defense exhibit sponsored by the UAE, a total of 35 
countries and some 400 arms dealers and firms in the 
area exhibited their wares, 95 percent of which were the 
newest armament or weapons which have not yet been 
used in warfare; the exhibit and sales have further 
promoted the arms race in the Middle East. Even under 
great external pressure, Iraq is still thinking of ways to 
protect and maintain its military facilities, and to restore 
and expand its military strength. In Iran’s case, despite 
the economic difficulties, it is spending large sums to 
renew and enlarge its armament, including purchasing 
last year from Russia a submarine and various Soviet- 
made fighter aircraft and tanks. This type of competitive 
arms race not only has exacerbated tension in the region 
but also sown the seeas of new turbulence yet to come. 


3. In trying to carry out in the Middle East its strategy of 
regional stability, the United States has created conflicts 
and contradictions with some of the courtries, peoples 
and groups in the region, and the United States itself is 
one of the causes of instability in the area. The dissolu- 
tion of the Soviet Union has ended the competition in 
the Middle East between the two superpowers. Now that 
t!> United States is in a position of primacy, and in 
order to protect its long-range interests in the Middle 
Eas. the crux of the Clinton Administration’s Middle 
Eas’ policy is: to sustain the momentum of the Middle 
East peace talks, to ensure a continuing supply of petro- 
leum, and to guarantee the existence, safety and interests 
of Israel. Therefore, the United States on the western 
front of its Middle East Policy is striving for a break- 
through in the Middle East peace talks, and on the 
eastern front, for “double controls” against both Iraq 
and Iran, in an attempt to bring about a secure and stable 
environment through unilateral U.S. actions. In its 
Middle East policy, ithe United States has clearly dem- 
onstrated its tendency toward big power hegemonism 
and playing power politics, and therefore the United 
States itself is a cause of Middle East instability. To 
begin with, the antagonism between the United States 
and Iraq and Iran continues unabated and relations are 
not likely to improve in the near term. As for Iraq and 
Iran, despite the numerous contradictions between the 
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two, they are of one mind when it comes to anti-US. 
action: Iran has repeatedly condemned the United States 
for bombing Iraq in tota! disregard of international law, 
and some Arab states, including former allies of the 
United States in the Gulf War, have also criticized the 
United States for attacking Iraq. Furthermore, in order 
to sustain the Arab-Israeli peace talks and maintain the 
U.S. role as an arbiter in the peace ~rocess, the United 
States has continued to exert pres “n both the Arabs 
and the Israelis, and this has af relations with 
Israel. The Clinton Administra. vavering pro- 
Israel posture has also met with ion and resis- 
tance of Arab states. Recently, higt.-: .nking officials of 
the Arab League fiercely attacked the Tokyo Seven- 
Nation Summit for calling on Arab countries to termi- 
nate the economic boycott they have maintained against 
Israel for scores of years. Finally, the “double standard” 
practised by the United States toward the Arab-Israeli 
relationship and toward conflicts in Somalia and Bosnia- 
Herzegovina has generated much dissatisfaction among 
the Muslim masses, and the Islamic Fundamentalist 
movement has grown and spread on the basis on its anti- 
U.S. and anti-West orientation. The Islamic Fundamen- 
talists from the Middle East to North Africa are forming 
a crescent-shaped “turbulent belt of Fundamentalism.” 
With Iran as the center, the strength of Islamic Funda- 
mentalists is reinforced by forces that oppose the United 
States, the West and the pro-West secular [Islamic] 
governments; this has had an important effect on the 
politics in the Middle East. In April of this year, Iran 
assembled the leaders of fundamentalist organizations 
from various countries to gather and exchange views on 
an anti-West and anti-secular authorities strategy and 
how to achieve their goal of attack. The group publicly 
declared that if the United States continues to be partial 
toward Israel, then incidents of taking westerners as 
hostages will recur. In Egypt, the Muslim Brotherhood 
concentrated on attacking western tourists. In addition, 
Islamic Fundamentalists are very active in such coun- 
tries as Algeria and Jordan, and their goal is to overthrow 
the pro-West government in power and establish Islamic 
states. At present, Islamic Fundamentalism ts spreading 
to other areas. The Fundamentalist organization in 
Egypt has already established a new base in the United 
States. TheUnited States has considered Islamic activists 
a major challenge to U.S. interests in the Middle East. 
With the United States seeking to promote a new order 
in the Middle East, the contradictions between the West 
and Islamic Fundamentalism will increasingly be sharp- 
ened. The anti-U.S. and anti-West undercurrents in the 
Middle East will undoubtedly cause waves of turbulence 
at an opportune time. 


Because the above-mentioned numerous causes exist 
today and continue to evolve, it would be most difficult 
in the future for the Middle East to avoid a situation of 
turbulence and instability. 
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Bo Yibo Analyzes ‘Correctly Handling 
Contradictions’ 


93CM0385A Beijing QIUSHI [SEEKING TRUTH] 
in Chinese No 12, 16 Jun 93 pp 2-16, 27 


[Article by Bo Yibo (5631 0001 3134): “The Publication 
of ‘On Correctly Handling Contradictions Among the 
People”™”’} 


[Text] Editorial Note: 19 June of this year marks the 36th 
anniversary of the publication of Comrade Mao Zedong’s 
brilliant work “On Correctly Handling the Contradictions 
Among the People.” Comrade Bo Yibo will make an 
in-depth analysis of the creative process and the theoret- 
ical significance of this work in “Ruogan Zhongda Juece 
Yu Shijian de Huigu” [“A Review of Several Major 
Decisions and Events”™] (vol. 2), soon to be published by 
the CPC Central Party school publisher. With the author 
and the publisher's approval, this journal is printing the 
article here to commemorate the anniversary and to share 
the work with the readers. 


“On Correctly Handling the Contradictions Among the 
People” was one of the most important works by 
Chairman Mao written in the socialist era. It utilized 
material dialectics to analyze scientifically the basic 
contradictions in a socialist society and correctly brought 
out and discussed a series of major issues during socialist 
construction. It laid the theoretical foundation for the 
development of China’s socialist undertakings. Its pub- 
lication not only was a major event in China’s political 
life in the 1950's but, in my opinion, it is still displaying 
the theoretical strength of Mao Zedong thought during 
the construction of socialism with Chinese characteris- 
tics, and it is still providing very important guidance in 
the promotion of China’s reform and opening up and 
modernization. Therefore, in the second volume of this 
book, I would first like to review and analyze the creative 
process of this work of Chairman Mao’s. 


I. The Main Theme of the Nation’s Political Life 
During the Period of Socialist Construction 


Why did Chairman Mao bring up the issue of correctly 
handling the contradictions among the people? Briefly 
speaking, it was to meet the urgent need of China’s 
transition from the revolutionary period to the compre- 
hensive construction period, yet it was also a profound 
summation of China’s revolution and construction and 
the experiences of the whole international communist 
movement. 


“On Correctly Handling the Contradictions Among the 
People” (referred to as “Correct Handling” below) was 
an important speech delivered by Chairman Mao on 27 
February 1957 before the 1 1th Expanded Meeting of the 
Supreme State Council Conference which was attended 
by more than 1,800 people. The original title was “How 
To Handle the Contradictions Among the People.” After 
several rounds of editing and revisions and supplements, 
it was published on 19 June and renamed “Correct 
Handling.” 
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At that time, China was at an important historical 
turning point. Chairman Mao said, “The CPC is the 
party that led us to victory in the class struggle. Today’s 
task is to challenge nature and to engage in construc- 
tion.” In September 1956, the Eighth National Party 
Congress marked and declared China’s change “from 
revolution to construction.” Although the large-scale 
class struggle had basically ended—meaning that the 
contradictions between the enemy and us and between 
the exploiting class and the exploited class had basically 
been resolved, many contradictions among the people 
had gradually begun to emerge and grow more serious, 
and so correctly handling the contradictions among the 
people became the theme of the nation’s political life; it 
became the “key link” of all tasks. In discussing this 
issue, Comrade Zhou Enlai said, “Why at this time? Why 
did Chairman Mao bring up the issue of correctly 
handling the contradictions among the people at the 
expanded meeting of the Supreme State Council Confer- 
ence? It was because the revolutionary stage is over, or 
basically over,” and “today we are in the socialist 
construction stage. At this stage, the revolutionary has 
ended and large-scale class struggle of the masses has 
ended, but many contradictions among the people have 
just begun to emerge. As these problems increase, we 
must deal with them.” He also said, “There are many 
new problems in the socialist construction period,” and 
“the most serious is the problem of contradictions 
among the people.” 


Lenin pointed out that a vigorous, innovative socialism 
must be created by the masses themselves. Beginning 
with “On the Ten Major Relationships,” delivered in 
April 1956, Chairman Mao explained over and over 
again the following basic principle, or the strategic 
principle: Mobilize all positive factors, unite all people 
who can be united, and as much as possible, turn the 
negative factors into positive factors to serve the grand 
task of building a socialist society. How do we mobilize 
all positive factors and unite all people who can be 
united? On 2 May 1957, ina RENMIN RIBAO editorial 
based on Chairman Mao’s thoughts, “Why Rectify 
Incorrect Workstyle?” pointed out that “uniting all 
people, mobilizing all positive forces, and turning nega- 
tive forces into positive forces simply means correctly 
handling the people’s internal contradictions.” This 
explained very clearly the relationship between correctly 
handling the contradictions among the people and mobi- 
lizing everybody to construct socialism. Simply put, if 
the contradictions among the people are not properly 
handled, it will be impossible to succeed in constructing 
socialism. Decades of history has proved that this is an 
immutable truth. 


Back then, how well did the masses of party members 
and cadres understand the issue? Chairman Mao pointed 
out on many occasions that most Communist Party 
members and cadres (including senior cadres) were “psy- 


_chologically unprepared” for the “new issue” of the 


people’s internal contradictions; they “had no idea” and 
did not know what to do. 
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In the latter half of 1956, signs of instability began to 
emerge in parts of China. Based on incomplete data, 
from September 1956 to March 1957, nationwide, there 
were several dozen strikes and mass petitions; more than 
a dozen to several dozen people took part in some 
incidents, and in other incidents, 100 to 200 people or 
even close to 1,000 people participated; all together, 
10,000 people or more were involved. In dozens of cities, 
more than 10,000 were involved in the university and 
high school student strikes and petitions. Even in the 
rural areas, unrests stirred in the communes. For 
instance, there were more than 1,100 incidents of peti- 
tions and beatings and disturbances in the countryside of 
Zhejiang Province, and a succession of 110,000 to 
120,000 households resigned from Guangdong’s rural 
communes. Amid these disturbances, someone wanted 
to “do what Hungary did.” Comrade Liu Shaoqi pointed 
out that the disturbances “indicate that the contradic- 
tions among the people have begun to heighten and 
grow.” What caused the disturbances? On 22 February 
1957, the “All-China Federation of Trade Unions’ Party 
Organization Report on Incidents of Workers’ Strike and 
Petition” pointed out that “the strikes and petitions to a 
large extent are caused by bureaucracy in enterprise 
administration” and “other incidents are caused by the 
ever-increasing number of new workers who are yet 
untempered and whose thoughts are impure, while at the 
same time the union organizations have not provided 
adequate political and ideological education toward 
these workers.” When the CYL Central “ommittee 
analyzed the student disturbances, it pointed out 
emphatically that “looking at the situation, only a few 
incidents of disturbance and destruction are caused by 
the ccunterrevolutionary elements and most are caused 
by immature young people who are dissatisfied with 
their school work or with their own lives.” In a speech 
delivered at a provincia!, municipal, and autonomous 
regional party committee secretaries meeting in January 
1957, Chairman Mao pointed out that “the disturbances 
are due to the following reasons: Some are because of our 
political or economic mistakes. The cause of those mis- 
takes is nothing more than our own subjectivism and 
bureaucracy; don’t blame everything on counterrevolu- 
tion.”’ Later he said, “These disturbances are not mainly 
counterrevolutionary; they are due mainly to the flaws in 
our own work, our failure to educate and to lead.” 
Comrade Shaogqi also said, “The masses’ uprising is due 
mainly to the bureaucracy in our leading organs.” These 
were realistic analyses. They demonstrated that the dis- 
turbances were basically problems among the people. Of 
course, at that time, many party members and cadres 
thought that “good people do not cause trouble, and 
people who cause trouble are no good,” and “those who 
cause trouble for the government are enemies.” With 
this kind of attitude, they either grew “afraid of’ mass 
disturbances or they “dealt with them simplistically,” 
meaning they resorted to repression and suppression, 
criticism and struggle, dismissal or even military force. 
We can cite two good examples: One, a leprosy preven- 
tion and treatment committee in a certain county in 
Guangdong wanted to build a hospital in a certain 
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village. The local people objected, but the county gov- 
ernment simply ignored the people’s will and built a 
leper’s hospital there, which angered the people. Led by 
the commune supervisor, more than 400 people tore 
down the hospital and even tore up the cadres’ clothes. 
The county public security officer brought eight 
policemen to the spot; they shot five and wounded 
another nine people. Two, in a technical college in 
Lanzhou, the out-of-province students asked the school 
for money to return home for the winter holidays; the 
school refused. More than 300 students rioted. The head 
of the school took strong measures and seized more than 
60 students, calling them counterrevolutionaries. Of 
course, such extreme measures taken against mass dis- 
turbances were rare, but incidents of repiession and 
suppression were plentiful. At the Second Plenary Ses- 
sion of the Eighth Party Central Committee, Chairman 
Mao sharply pointed out that “today there is an atmo- 
sphere where many people believe that they have won 
the world; they have nothing more to worry about and 
can sit back and be the tyrant.” This comment hit the 
nail on the head. Back then, many party members and 
cadres had power but did not know how to treat the 
people, and whenever there was a problem or when the 
people were dissatisfied, they would treat the people the 
same way they treated their enemies during the revolu- 
tionary wars. Just as Chairman Mao said, “With the 
contradictions between ourselves and the enemy at home 
basically resolved, the contradictions among the people 
are becoming more apparant than before. But today 
many comrades do not understand the situation, and 
they still resort to the old methods to deal with the new 
problems.” He also said, ““Today, when faced with the 
people’s internal contradictions, some comrades still 
want to ‘settle everything by force.’ This is very dan- 
gerous and must be firmly rectified.” 


Revolution is “winning the world” and construction is 
“administering the world.” “Winning” and “administer- 
ing” the world are different tasks, and naturally they 
require different approaches. Even our forefathers knew 
about this. For example, in the Western Han Dynasty, 
Lu Jia said to Liu Bang, “One can certainly conquer the 
world by force, but one cannot rule the world by force” 
(“One can conquer on horseback, but can one rule from 
the horseback?”’: see the “Biography of Lu Jia” in the 
Shih Chi). Jia Yi said, ““A conqueror emphasizes force, 
and a ruler emphasizes allegiance. Thus, it takes dif- 
ferent skills to obtain versus to retain” (see the Guogin- 
lun). When Tang Taizong discussed the strong and weak 
points of the Zhou and Qin dynasties with his aides, he 
said, ““When the Zhou Dynasty captured the world, they 
promoted humanity and justice; when the Qin Dynastic 
captured the world, they glorified force. This is the 
difference between good and bad. Thus, it may be 
possible to conquer in the face of opposition, but to 
retain power, there must be subordination” (see the 
Tongjian Jishi Benmo: Zhenguan Junchen Lunzhi). Y et, 
many in history still resort to the same method they used 
to “conquer the world” to “rule the world,” and the 
results were always disastrous. There are many good and 
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profound lessons. Chairman Mao understood these prin- 
ciples well and often taught the cadres to learn from 
history. In my opinion, he brought out the issue of the 
correct handling of the contradictions among the people 
in the transition from the revolutionary to the construc- 
tion period because he wanted to explain these principles 
even more thoroughly to the masses of party members 
and cadres and teach them to “administer the world” — 
meaning build a nation of the people. 


At that time, were there party members and cadres who 
knew how to handle the contradictions among the 
people? There were, but not many. The leadership in 
Kunming’s Aeronautical Industry School are a good 
example. In early September 1956, there was an incident 
involving more than 3,000 students who had come ta 
Kunming’s polytechnic schools from Guangdong. They 
had petitioned the provincial people’s government for 
more scholarship money and larger stipends. However, 
the 500 Hunan students enrolled in Kunming’s Aeronau- 
tics School were not involved and did not complain, 
while in fact their schooling and living conditions were 
worse than that in other schools. They did not cause 
trouble. Why? According to information provided by the 
Provincial CYL Committee at that time, it was because 
“the school did a fairly solid political ideology work.” 
The school principal was honest and told the students 
about the school’s difficult situation and mobilized the 
students to work together to overcome the problems. The 
school’s leaders and teachers and students shared the 
comfort and the hardship. The school had no canteen; 
everybody ate outdoors, and when it rained, their rice 
turned into porridge. However, the students said, “The 
teachers have to eat porridge too, why should we young 
people worry about hardship?” When an occasional bad 
person or bad incident turned up, it was dealt with 
seriously and everybody had a chance to talk about it 
and learn from it. In this way, the “problem-plagued 
Kunming Aeronautics School’ came alive, and 
Chairman Mao lauded their approach, saying, “There is 
no bureaucracy here. If everyone who runs a school does 
the same thing, things will be all right. This is the Marxist 
way of running a school.” 


The party members and cadres’ inability to understand 
the new situations and new tasks could also be seen in 
the way they treated the masses of people and in their 
spiritual lives. With the introduction and advocation of 
the guiding principle of “let a hundred flowers blossom 
and a hundred schools of thought contend,” those in 
ideological and cultural circles became very active, and 
some good writings began to appear, but some erro- 
neous, poisonous ideas also “blossomed” and “con- 
tended.” A few comrades could not restrain themselves. 
Four comrades from the People’s Liberation Army 
[PLA] Headquarters’ Political Department and Cultural 
Department, Chen Qitong [7115 0366 6639] among 
them, published an article entitled “Our Opinions on 
Today’s Literary and Art Works” in RENMIN RIBAO 
on 7 January 1957. It said, “In the last year, fewer and 
fewer people advocated the literary and artistic direction 
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of serving the workers, peasants, and soldiers and the 
creative method of socialist realism”; “some people 
believe that the country has entered a new era of socialist 
construction and we only have to emphasize letting ‘a 
hundred flowers blossom and a hundred schools of 
thought contend,’ and we no longer need to emphasize 
serving the workers, peasants, and soldiers” and so 
““some writers are afraid to tackle, and few would advo- 
cate, those themes that truly reflect today’s important 
political struggle,” and “...the militant nature of litera- 
ture and art is diminished. They reflect less of the 
features of our age and raise less of the voices of our era. 
Socialist construction has lost some of its brilliance in 
the mirror of art and literature.” This article in essence 
reflected the doubts and resentment many peoph had 
toward the guiding principle of “‘a hundred flowers and a 
hundred thoughts.” It attracted Chairman Mao’s atten- 
tion immediately. He criticized the article many times 
between January and April. On the one hand, he clearly 
pointed out and fully affirmed Chen Qitong and others’ 
“correct stand” and their “loyalty and devotion and 
allegiance to the party and the country.” On the other 
hand, he also sharply criticized them for their “incorrect 
principle”—their “obstruction to ‘letting a hundred 
flowers blossom and a hundred thoughts contend’” and 
their “incorrect method”’—their “rudeness and failure to 
reason.” He said that they were “burning with anxiety 
and worrying about utter chaos,” that they “do not 
believe in the people and do not believe in the people’s 
ability to distinguish right from wrong.” For a long time 
after the publication of the article. RENMIN RIBAO 
took no position and was therefore severely criticized by 
Chairman Mao who said that the “paper is being run by 
dead people.” In addition, many in our party could not 
understand the guiding principle of “long-termed coex- 
istence and mutual supervision” with regard to the many 
democratic parties and factions and nonparty-affiliated 
democratic personages. Some said, “nobody said any- 
thing about supervision during the decades of revolu- 
tion, but now that victory has been won, they are talking 
about supervision!” Obviously, this kind of narrow and 
erroneous thinking and mentality tends to undermine 
the unification of all forces that can be unified to 
construct socialism. 


The reason Chairman Mao brought out the issue of 
correct handling of the contradictions among the people 
was also tied to the correct way of summing up and 
learning from the experiences and lessons of the Soviet 
Union and some East European socialist nations. 


Let us begin with the 20th CPSU Congress’s criticism of 
Stalin. The Stalin issue was not only a CPSU issue but 
was also a major issue that concerned the entire interna- 
tional communist movement. Our party had its own 
opinion on the 20th CPSU Congress's criticism of Stalin. 
In his “Correct Handling,” Chairman Mao pointed out 
that “there are two sides to the criticism of Stalin. There 
is a good side and a bad side. Exposing the personal cult 
of Stalin removed the lid and liberated everybody. It was 
a liberation movement. Because their method was 
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wrong, however, and they did not analyze the situation 
properly but just finished him off in one blow, this 
triggered major disturbances worldwide in the latter half 
of last year and later caused the Hungarian and Polish 
incidents.” Our party believed that Stalin had his share 
of achievements and mistakes, and his achievements 
outweighed his mistakes. His mistakes should be criti- 
cized, but the criticisms had to be premised on the 
affirmation and support of his achievements. This view 
was reflected in two articles—“On the Historical Expe- 
rience of Proletarian Dictatorship” and “Another Dis- 
cussion on the Historical Experience of Proletarian Dic- 
tatorship”—written by RENMIN RIBAO’s Editorial 
Department based on discussions in the CPC Politburo’s 
expanded meeting. Chairman Mao pointed out again 
and again that one of Stalin’s serious mistakes was that 
“he was confused about the contradictions between 
himself and the enemy and the people’s internal contra- 
dictions and treated his own people the way he had 
treated his enemies.” For a long time under Stalin’s rule, 
he prohibited anybody from complaining about the 
party or the government, let alone criticize the party or 
the government. Whoever made a criticism was sus- 
pected of being an enemy and would risk being sent to 
jail or beheaded. This was the cause of the Soviet 
Union’s large-scale elimination of counterrevolution- 
aries in the 1930's. This mistake (and others) should be 
criticized. But when Khrushchev criticized Stalin’s mis- 
take at the 20th CPSU Congress, he “struck him dow: 
with one blow” and negated everything, which was 
wrong too. Khrushchev also confused the contradictions 
among the people with the contradictions between him 
and the enemy and treated Stalin like he would his real 
enemy. This could only “sadden one’s own people and 
gladden one’s enemies.” The worldwide anti-communist 
unrests and the Polish and Hungarian incidents after the 
20th CPSU Congress proved this point. 


The Polish and Hungarian incidents vere given much 
attention by our party. In the 20 days from 21 October 
to 9 November 1956, the standing committee of the 
Party Central Committee and the CPC Politburo con- 
vened 13 to 14 expanded meetings to discuss the 
incidents and related matters. From 10 to 15 
November the Second Plenary Session of the Eighth 
Party Central Committee was held, and the central 
theme was also to discuss the Polish and Hungarian 
incidents and their lessons. After the plenary session, 
several more standing committee expanded meetings 
and CPC Politburo expanded meetings were held to 
continue to discuss the two issues. Based on the dis- 
cussions, the article “Another Discussion on the His- 
torical Experience of Proletarian Dictatorship” was 
published under the name of the RENMIN RIBAO 
Editorial Department. I personally attended most of 
the Central Party Committee meetings. Back then the 
Central Party Committee’s agenda was tight and we 
often worked all night and well into the morning. Here 
we can talk about what some of those days were like: 
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21 October: The standing committee of the CPC Polit- 
buro held an expanded meeting from 21:30 to 23:45 to 
discuss the Polish situation. 


22 October : The Party Central Committee instructed 
the Chinese Embassy in Poland to “gather information 
on Poland’s situation” and instructed our ambassador to 
the Soviet Union, Liu Xiao [0491 2556], to gather 
information on other nations’ reactions to Poland’s 
situation on behalf of the Party Central Committee 
delegation. At 1:20 to 2:55 in the morning, Chairman 
Mao met with the Soviet Ambassador Yudin; comrades 
Shaoqgi, Enlai, Chen Yun, and Xiaoping were also 
present. Afterwards, Chairman Mao discussed the 
Poland question with comrades Shaogqi, Enlai, Chen 
Yun, and Xiaoping and decided to let comrades Shaogqi, 
Xiaoping, and Jiaxiang form a delegation to attend a 
CPSU meeting. From 23:00 to 00:40 the next morning, 
Chairman Mao presided over a CPC Politburo expanded 
meeting to discuss the Poland question. 


23 October: 1:00-2:10 in the morning, Chairman Mao 
met with Ambassador Yudin; comrades Shaogi, Enlai, 
Chen Yun, Xiaoping, Jiaxiang, and Qiaomu were 
present. Afterwards, Chairman Mao spoke with the 
comrades present until 2:40. From 23:00 to 02:00 the 
next morning, Chairman Mao presided over a Politburo 
meeting to talk about the Polish issue. 


24 October: From 23:00 to 01:30 the next morning, 
Chairman Mao presided over a CPC Politburo expanded 
meeting to discuss the Polish and Hungarian situations. 


31 October: From 09:30 to 12:20, a CPC Politburo 
expanded meeting was held to discuss the Polish and 
Hungarian questions. From 19:20-20:15, the standing 
committee held a meeting to discuss Poland and Hun- 
gary. From 20:20-21:30, Chairman Mao received Polish 
Ambassador Jilike [phonetic]; comrades Enlai, Zhu De, 
and Chen Yun were present. From 00:30 to 01:20 in the 
morning, Chairman Mao and comrades Enlai, Li 
Weihan, and Wu Lengxi talked. 


1 November: From 16:00 to 18:00, the standing com- 
mittee discussed the “PRC Government’s Statement on 
the Soviet Union’s 30 October 1956 Declaration 
(Draft).”” From 20:00-23:40, Chairman Mao convened 
the Supreme State Council meeting to discuss and ratify 
the “PRC Government’s Statement on the Soviet Union 
Government’s Declaration.” From 23:15, comrades Sha- 
ogi, Xiaoping, Jiaxiang, and Qiamu returned to Beijing 
from Moscow. At zero hour on 2 November, Chairman 
Mao and comrades Enlai, Chen Yun, and Peng Zhen and 
others listened to their report from Moscow which lasted 
until 5:05. 


Why were Chairman Mao and the Party Central Com- 
mittee so concerned about the Polish and Hungarian 
incidents? Because the two incidents not only affected 
the fate of those two socialist nations but also other 
socialist nations. Even in China, there were workers’ 
strikes and student strikes. The Polish and Hungarian 
incidents and the exposition of Stalin’s mistakes by the 
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20th CPSU Congress acutely demonstrated the many 
contradictions that still existed under the socialist 
system. How to address and deai with these contradic- 
tions directly affected the reinforcement and develop- 
ment of the socialist undertakings and was a major issue 
before all socialist nations’ communist party members. 


The so-called Polish incident actually referred to the 
strikes, demonstrations, and riots in Poland’s Poznan on 
28 June 1956. As to the cause of the incident, according 
to the 7th Plenary Session of the Polish Party, “when 
looking for the cause of the incident, we focused our 
attention on the conspiracies of the instigators and 
imperialist flunkeys, which was wrong”; “much of the 
responsibilities should be attributed to the Central Party 
Committee’s and the local leaders’ bureaucracy and 
stupidity.” The Poznan incidents “proved that there is 
great error in the relationship between the party and the 
people at every level.” Subsequently, the Polish Party 
adopted took steps to correct the errors, expanded polit- 
ical democracy, and improved the standard of living, 
and at the Eighth Plenary Session held on 19 October, 
they elected new politburo members and reorganized the 
leading organs. Our party supported the Polish Party and 
thought that they “are fairly strong and can control the 
situation so that the dissatisfaction is resolved and the 
bad elements’ opportunism is criticized.” 


The Hungarian incident was different. 


The so-called Hungarian incident referred to the strikes, 
demonstrations, and riots in Budapest from late October 
to early November 1956. They were also caused by 
mistakes made by the Hungarian Party. In his report to 
the Second Plenary Session of the Eighth Party Central 
Committee, Comrade Shaoqi pointed out that after the 
Hungarian Party took power, it “failed to mobilize the 
masses to engage in class struggle, to oppose the landlord 
class and the capitalist class,” and “in their economic 
construction, they over-emphasized heavy industry” and 
“sacrificed light industry and agriculture, and even now, 
their living standard has not improved.” Chairman Mao 
described the mistakes of the Hungarian Party as 
“bureaucracy, alienation of the people, wrong industrial 
guiding principle, reduced workers’ wages, a simple 
overturn of the capitalists, failure to transform the 
intellectuals, and failure tc suppress the counterrevolu- 
tionary elements.”” After the incident, the Hungarian 
Party were not strong enough nor did they correctly 
handle the masses. Back then, the first party secretary, 
Geluo [phonetic] denounced the people as “fascists” and 
treated the people like enemies, and with the counter- 
revolutionary and imperialist elements agitating and 
taking advantage of the situation, some of the masses 
were deceived, and so the demonstrations turned into 
riots against the government. The Hungarian incident 
showed that whether we can correctly distinguish and 
handle the contradictions between ourselves and the 
enemy and the contradictions among the people will not 
only determine the success or failure of our socialist 
construction but will also affect the survival of the 
people’s regime. Under the communist government, in 
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particular, the correct handling of the contradictions 
among the people is very important. The socialist 
nations and their ruling communist parties must learn to 
correctly distinguish and handle the contradictions 
between them and their enemies and the internal con- 
tradictions among the people; only by doing so can the 
people’s regime be strengthened. This is a basic historical 
experience of the proletarian dictatorship. 


In short, whether we are talking about China’s own 
reality or the experiences of other socialist nations, they 
all prove that the correct handling of the people’s 
internal contradictions is extremely important; they 
prove that it is the theme of the nation ’s political life in 
the socialist construction period. At the end of Part One 
of Chairman Mao’s “Correct Handling,” he wrote, 
“Today’s situation is that the large-scale, tempestuous, 
mass class struggle of the revolutionary period is basi- 
cally over, but class struggle itself has not ended. On the 
one hand, the masses welcome the new system, but on 
the other hand, they have not gotten used to it. Govern- 
ment workers too are inexperienced, and on some con- 
crete policy issues, we need to continue to investigate 
and explore. That is to say, our socialist system still 
needs to go through a growth and reinforcement process; 
the masses need to go through an adjustment process, 
and the state workers need to go through a learning 
process to gain experience. At this time, we suggest 
drawing a line between two types of contradictions—that 
between ourselves and our enemies and that among the 
people themselves, and we want to bring out the issue of 
correctly handling the contradictions among the people 
so that we can unite the people of all nationalities to 
engage in a new war, a war against nature, to develop our 
economy and our culture, help everybody get through 
this transitional period fairly smoothly, and reinforce the 
new system and construct a new nation. This is abso- 
lutely essential.” 


Il. The Process of Creating the Theory on Correctly 
Handling the Contradictions Among the People 


In his conversation with delegates from news and publi- 
cation circles on 10 March 1957, Chairman Mao pointed 
out that “the issue I talked about at the Supreme State 
Council meeting was an issue I had long wanted to talk 
about.” This indicates that Chairman Mao’s theory on 
correctly handling the contradictions among the people, 
or we should say his theory on distinguishing and han- 
dling the two types of contradictions, were not sponta- 
neous nor were they formed overnight but they took a 
long time to conceive, produce, and develop. 


Back in the days of the Yanan rectification, on several 
occasions Chairman Mao sharply criticized the “leftist” 
doctrinaires for engaging in “cruel struggle” and 
launching “ruthless attacks” in the party’s internal strug- 
gles. He pointed out repeatedly that those methods were 
meant to be used against the enemies. As for the party’s 
own flaws and mistakes, the guiding principle was to 
“learn from past mistakes to avoid future ones—cure the 
sickness and save the patient.””- Here Chairman Mao had 
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separated the contradictions into two types or two cate- 
gories. In May 1942, in his “Speech at the Yanan 
Literary and Art Symposium,” he criticized the erro- 
neous viewpoint that “the purpose of literature and art is 
to expose.” He pointed out that “the targets of the 
revolutionary writers and artists are the aggressors, 
exploiters, and suppressors and the evil effects they have 
on the people; their targets cannot be the people and the 
ma:ises. The people have their flaws, but these flaws 
should be remedied through internal criticisms and 
self-criticisms.” “Interanl,” of course, is relative to 
external; that is, the enemies. In this speech, Chairman 
Mao also talked about Lu Xun’s different attitudes 
toward the enemies versus the people. He said, ““Lu Xun 
of the ‘Essay Era’ never ridiculed nor attacked the 
revolutionary people and the revolutionary political 
party, and his essays also treated them differently from 
the enemies. The people’s flaws should be criticized, but 
we must stand on the side of the people and speak 
fervently with the intent to protect and educate the 
people. If we treat our comrades like enemies, then we 
will be standing on the side of the enemies” (Selected 
Works of Mao Zedong, 2d edition, Vol 3 p 872). In 
September 1944, at the Central Party Committee recep- 
tion for the rear garrison student delegates, he said that 
our army always had two guiding principles, one was to 
treat the enemies harshly, to suppress and eliminate 
them; the other was to harmonize and unite with our 
allies, the people, our comrades, the superior officers, 
and the subordinates. In March 1949, at the Second 
Plenary Session of the 7th Party Central Committee, 
Chairman Mao brought out the need to “draw the line” 
on two things: 1) ““Revolution versus counterrevolution; 
Yanan versus Xian”; 2) “Within the revolutionary con- 
tingent, a line must be drawn between right and wrong, 
merit and flaw” (Selected Works of Mao Zedong, 2d 
edition, Vol 4, p 1444). In June of the same year, in his 
“On the People’s Democratic Dictatorship,” Chairman 
Mao expounded profoundly on the principle behind the 
exercise of dictatorship toward the reactionaries and 
“democracy among the people.” He said, “if we combine 
democracy among the people with dictatorship toward 
the reactionaries, we will have a people’s democratic 
dictatorship” (Selected Works of Mao Zedong, 2d edi- 
tion, Vol 4, p 1475). These materials demonstrate that 
back in the era of the revolution, Chairman Mao had 
already paid close attention to distinguishing and han- 
dling the two essentially different kinds of contradictions 
(even though he had not put it in those terms). It was the 
important guarantee of the victory of our revolution. 


After the founding of New China and during the socialist 
revolution period, Chairman Mac continued to explore 
the issue. Here we should point out that Comrade Shaogqi 
also paid attention to the issue. In 1951, in the notes he 
took when he was examining and studying Comrade 
Deng Zihui’s “Report Before the Zhongnan Federation 
of Trade Unions’ Preparatory Committee Expanded 
Meeting” and Gao Gang’s “On the Unanimity of Pub- 
licly Run Factories’ Administration and the Unions’ 
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Stand,” he analyzed the contradictions within the state- 
run factories. He said, “There is no class struggle within 
the state-run factories, but are there other contradic- 
tions? All things are made up of contradictions, and the 
state-run factories’ internal struw:ture naturally is also 
contradictory. What constitute the basic internal contra- 
dictions in the state-run factories? They are the contra- 
dictions between the state-run factories’ management 
organs and the masses of workers and between what is 
private and what is public within the state-run factories. 
This kind of contradiction is completely different from 
the kind of class antagonism in the capitalistic factories. 
It is basically nonconfrontational and can and should be 
reconciled.” He also said, “If this problem is not handled 
properly, we will not be able to deal with the problems in 
the state-run factories. But this kind of contradiction and 
relationship have to do with the working class and the 
masses and should be handled in a comradely, concilia- 
tory, and united fashion.” Thus contradictions basically 
can be divided into two types: one is basically antago- 
nistic and cannot be reconciled; the other is nonantago- 
nistic and can be reconciled. When we look at different 
matters, we must distinguish the nature of the contradic- 
tions. We must not treat the nonantagonistic contradic- 
tions that can be reconciled like antagonistic contradic- 
tions which cannot be reconciled, and vice versa‘ 
(Selected Works of Liu Shaogi, Vol 2, pp 93-94). 
Chairman Mao might or might not have read Comrade 
Shaoqi’s notes, but it clearly proved that both time and 
practice were crying out for the theory of two kinds of 
contradictions. 


Let us go back and continue to talk about how Chairman 
Mao’s ideas on this issue developed. His ““On Contradic- 
tions” was re-issued in 1952. He made some additions, 
deletions, and revisions, and in the section on “The role 
of Confrontation Among Contradictions,’’ he 
expounded on the issue of the two types of contradic- 
tions. Chairman Mao wrote “A Rebuttal To ‘Unanimous 
Public Opinion” in May 1955 in which he pointed out 
the need to clearly “separate what is internal and what is 
external to the people.” He said, “internally, it is a crime 
to suppress freedom, suppress the people’s criticisms of 
the mistakes and flaws of the party and the government, 
or to suppress free discussions in academic circles. This 
is Our system.” “Externally, it is a crime to indulge the 
counterrevolutionaries and to say and do things reck- 
lessly, but dictatorship is legal. This is our system.’ The 
concept of distinguishing the two essentially different 
types of contradictions had already come alive here. 


As time passed and practice developed, Chairman Man’s 
theory on the two types of contradictions became 
increasingly clear. After the 20th CPSU Congress, the 
CPC Politburo continued to convene meetings, presided 
over by Chairman Mao, to discuss the issues brought up 
by the 20th CPSU Congress and their positive and 
negative effects. On 5 April of the same vear, he pub- 
lished the essay “On the Historical Experiences of Pro- 
letarian Dictatorship” in which he pointed out explicitly 
that “there is a naive idea that seems to suggest that there 
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are no contradictions in a socialist society. To deny the 
existence of contradictions is to deny dialectics. Dif- 
ferent societies have contradictions of different nature 
and different methods must be used to resolve those 
contradictions, but the development of every society 
always take place amid continuous contradictions. The 
development of socialist societies also take piace amid 
the contradictions between the productive forces and 
productive relationships.” (We should mention in 
passing that when the Soviet Union’s PRAVDA 
reprinted this article on 7 April, it deleted this exact 
passage, which clearly demonstrated the Soviet official’s 
attitude toward the question of contradictions in 
socialist societies at that time.) Learning a lesson from 
the Soviet Union and on the basis of broad investiga- 
tions and studies, on 25 April Chairman Mao wrote a 
report entitled “On the Ten Major Relationships” which 
explored possible socialist construction paths that suited 
China’s conditions. The “10 major relationship” were 
also the “10 major contradictions,” and among them 
were the “relationship between revolution and counter- 
revolution” and “relationship between right and wrong.” 
They directly described the contradictions between our- 
selves and the enemy and the contradictions among the 
people. In addition, the “relationship among the state, 
the production units, and the producers as individuals”; 
“the relationship between the central and the local 
authorities”, “the relationship between the Han nation- 
ality and the minority nationalities,” and the “relation- 
ship between the party and nonparty” were also part of 
the people’s internal contradictions. “On the Ten Major 
Relationships” was another step forward in the creation 
and development of the theory of the two types of 
contradictions; it made the theory more concrete. 


In the first part of 1956, the socialist transformation of 
China’s system of private ownership of means of produc- 
tion was basically completed, and the socialist system 
was basically established. This was the greatest and the 
most profound social change in China’s history. The 
Eighth National Party Congress pointed out that “the 
contradiction between the proletariat and the bour- 
geoisie is basically resolved.” The study of how to 
correctly handle the contradictions among the people 
had become a prominent issue, and in the wake of the 
Polish and Hungarian incidents and the incidents of 
mass disturbances in China, the issue became even more 
important and more pressing. Subsequently, especially 
between November 1956 and February 1957, Chairman 
Mao devoted much of his energy to this issue and 
produced glorious results: He created the theory of the 
two essentially different types of contradictions in the 
socialist society, especially the theory of correct handling 
of the contradictions among the people. Once again, it 
showed that Chairman Mao was good at grasping the 
critical issues at the crucial time and reflected his far- 
sightedness and wisdom in properly resolving those 
problems in theory and in practice. 


In November 1956, at the Second Plenary Session of the 
Eighth Party Central Committee, Chairman Mao and 
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other Central Party Committee leading comrades made 
a timely summation of the experiences and less ons of 
the Polish and Hungarian incidents. They took warning 
from those incidents and opposed great democracy, 
saying thai great democracy should be used against the 
class enemies ané not against the people. Chairman Mao 
said, “All matters that concern the people or the party 
internally should be resolved through rectification, crit- 
icism, and self-criticism and not by force or by cracking 
down on all mass movements.” 


In October and November 1956, the China Democratic 
National Construction Association held its central 
standing committee meeting and Second Plenary Session 
in succession to resolve internal contradictions through 
criticisms and self-criticisms. Huang Yanpei [7806 3508 
1014], the committee chairman, submitted a repcrt to 
Chairman Mao. On 4 December, Chairman Mao replied 
and said, “You did a good job at your meetings,” and “‘it 
is indeed good news that the methods of criticism and 
self-criticism is being used and is increasingly being 
amplified in your party, among industrialists and entre- 
preneurs nationwide, and among high-level intellectu- 
als.” Hie also said, “I am happy to hear that China 
Democrativ: National Construction Association has held 
such a meeting. I hope all localities facing problems are 
using this method too.” Chairman Mao’s satisfaction 
with this inatter was obvious. In his letter to Huang 
Yanpei, he made some important and brilliant exposi- 
tion of the theory of the two kinds of contradictions in a 
socialist society. He said, “Society is always full of 
contradictions. Even a socialist or communist society is 
no exception. But the nature of their contradictions is 
different from that in a class society. Where there are 
contradictions, there is a need for exposure and resolu- 
tion. There are two ways to expose and resolve them: 
One way is applicable to the contradictions between 
ourselves and the enemy (referring to spies and sabo- 
teurs), and the other is applicable to the contradictions 
among the people (including those within the party and 
between different parties). The former uses suppression 
and the latter resorts to persuasion, that is, criticism. The 
class contradictions within this country are basically 
resolved (meaning they have not been resolved com- 
pletely; when it comes to ideologies, there wiil always be 
contradictions, and there will always be a few spies). The 
people must unite. But problems will continue to emerge 
among them, and the solution is for them to unite, and 
through criticisms and self-criticism, there can be unity” 
(Collection of Mao Zedong ’s Writings and Letters, pp 
514-515). Here, Chairman Mao had begun to bring out 
the basic logic and substance of the theory of the two 
types of contradictions and the correct handling of the 
contradictions among the people. 


On 29 December, RENMIN RIBAO published the essay, 
“Another Discussion of the Historical Experience of 
Proletarian Dictatorship.” It was the first essay to use the 
two kinds of contradictions as the “basic standpoint” in 
the observation of contemporary international affairs. 
The article said, “Before us are two essentially different 
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types of contradictions. The first is contradictions 
between ourselves and the enemy (between the imperi- 
alist camp and the socialist camp; between imperialism 
and the people of the whole world and the oppressed 
nationalities; between imperialist nations’ bourgeoisie 
and the proletariat and so on). They are fundamental 
contradictions. They are based on the conflict of inter- 
ests between two antagonistic classes. The second is 
contradictions among the people (one group of people 
against another, some comrades within the Communist 
Party against other comrades, the government of a 
socialist nation against the people, or one socialist nation 
against another and so on). These are nonfundamental 
contradictions, and they are not caused by basic conflict 
of interests between the classes but are contradictions 
between correct ideas and incorrect ideas, or they are 
partial conflict of interests. The resolution of this kind of 
contradiction requires submission to the overall interest 
of the hostile struggle. The contradictions among the 
people can and should start out from the desire for unity 
and can be resolved through criticism or struggle, and in 
turn new unity can be forged under new conditions. Of 
course, things are more complicated in real life. Some- 
times, in order to deal with a common enemy, even 
classes with basic conflict of interests can unit. Con- 
versely, under specific circumstances, some contradic- 
tions among the people can gradually turn antagonistic 
because one side has gone over to the enemy’s side.” It 
went on to point out emphatically that “before we begin 
to discuss what we are here to discuss, we feel that we 
should first resolve the basic issue of where we stand; 
otherwise, we will lose our direction and cannot correctly 
explain the international pher. menon before us.” Here 
not only were the concepts of “contradictions between 
ourselves and the enemy” and “contradictions among 
the people” clearly stated and put to use for the first time 
to distinguish the two different kinds of social contradic- 
tions, but it also talked about the cause, the substance, 
and the methods of dealing with the two types contra- 
dictions and how they could change under certain con- 
ditions. When discussing this article, Comrade Huang 
Jiaxiang said, “The nature of the contradictions among 
the people and how to resolve them should be explained 
to show how they differ from the contradictions between 
ourselves and the enemy.” Despite the efforts put into 
revising the article, constrained by the theme, “On 
International Issues,” it never got off the ground. The 
task was completed mainly by Chairman Mao in January 
and February of 1957. 


From 18 to 27 January 1957, the Party Central Com- 
mittee convened a provincial, municipal, and autono- 
mous regional party secretaries meeting in Beijing 
mainly to discuss the ideological trends, rural issues, and 
economic questions. Chairman Mao delivered two long 
speeches on the ideological trends on the 18th and the 
27th. During the discussions, he made many remarks, 
and the focus was on contradictions, on dialectics, and 
on how to deal with the disturbances caused by the 
people—that is, how to deal with the contradictions 
among the people. He pointed out emphatically that how 
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to deal with the contradictions among the people was a 
new issue, and the study of the issue was a science. “We 
have no experience in dealing with the class struggles and 
the contradictions among the people in the construction 
era. The internal struggles among the people during the 
revolutionary period were minor, because we were con- 
centrating our energy on dealing with the class struggle. 
Some remaining class struggles in the construction era 
are manifested mainly in the struggle among the people, 
and we have little experience in dealing with them. We 
should study this issue carefully. This is a science, and 
we need to study hard.” Here, Chairman Mao had 
elevated the study of how to deal with the people’s 
internal contradictions into a “science.” This is a “big 
leap” in the creation of the doctrine of the correct 
handling of contradictions among the people. At the 
meeting, he explained in detail how we should handle the 
mass disturbances. He pointed out emphatically that 
many cadres were either “afraid of the disturbances,” or 
they “dealt with them simplistically,” and “the ideolog- 
ical cause was their refusal to accept unity of opposites 
and the existence of society’s antithesis.” In other words, 
they denied the existence of contradictions. 


Our tracing history stops here. Chairman Mao’s “Cor- 
rect Handling” indeed took a long time to develop and 
was improved and perfected step by step until eventually 
“the water flows and a channel is formed, the melon 
ripens and falls off the stem’”—success came when 
conditions ripened. 


Ill. From the Delivery of the Spcech to the Publication 
of the Article 


The speech entitled ““How to Handle the Contradictions 
Among the People” delivered by Chairman Mao on 27 
February 1957 was about his theory on the two essen- 
tially different types of contradictions in a socialist 
society. In particular, it was about the systemization and 
unfolding of his theory on how to correctly handle the 
contradictions among the people. This speech explained 
the historical background of his proposition of proper 
handling of the internal contradictions, that is, after the 
basic completion of the socialist transformation and 
after the transition from revolution to construction, the 
proposition of the correct hand ing of the contradictions 
among the people was to facilitate the construction of 
socialism. It explained the theoretical premise of correct 
handling of internal contradictions, that is to admit that 
there are contradictions even in a socialist society, that 
the basic contradictions are still that between the pro- 
ductive relationships and the productive forces, between 
the superstructure and the economic base, and in terms 
of human relationships, there are two essentially dif- 
ferent types of contradictions, that between ourselves 
and the enemy and that among the people. It_explained 
the nature, the substance, and a number of methods of 
dealing with the contradictions among the people, and so 
on. In his speech, Chairman Mao mentioned, “Another 
Discussion on the Historical Experience of Proletarian 
Dictatorship,” and he said that there the two kinds of 
contradictions applied more to international affairs than 
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domestic affairs, and “it does not analyze in detail how 
to resolve the contradictions among the people; it is only 
a statement of principle.”” His own speech on the other 
hand was not just a “statement of principle” but was a 
“detailed analysis.” 


“Correct Handling” was published on 19 June; it took 
nearly four months. Why did they publish the speech? 
Foreign researchers have different ideas. Some say, ““We 
think that the Politburo made the decision between 14 
and 18 June.” As to why, they say it was “to explain to 
the cadres and the critics Mao’s analysis of the contra- 
diction issue,” that is, it was for meeting the needs of the 
anti-right struggle. They also say, “Even more likely was 
that on 13 June NEW YORK TIMES published an 
excerpt of a speech by Mao which had a long introduc- 
tion, and Mao did not know how to react” (English) 
Roderick MacFarquhar “The Origins of the Cultural 
Revolution,” Vol 1 p 310). These were pure conjectures. 
The fact of the matter was, Chairman Mao’s speech was 
heard by and relayed to many in a wide circle, and those 
inside and outside of the party were hoping to see the 
original text to properly study the writing and grasp the 
meaning. This was the primary reason for its publica- 
tion. The South China Conference was held in Hangzhou 
from 4 - 6 April to discuss ideological issues, and in a 
report to Chairman Mao on Jiangsu’s ideological work 
submitted by comrades of the Jiangsu Provincial Party 
Committee it said, “Comrades who took part in the 
study of the chairman’s report have a common request, 
and that is to see a prompt release of Chairman Mao’s 
article.” Chairman Mao said, “After I return to Beijing, 
in another two to three weeks, it will be published. There 
is a preliminary draft, and with some revisions, it can be 
released.”” Obviously, here the talk of its release had 
nothing to do with the subsequent anti-right struggle. But 
later references to its publication did have something to 
do with the anti-right struggle. On 15 May, Chairman 
Mao wrote the article “Events Are Taking a Turn” which 
sent an anti-right message. In a 26 May speech, 
Chairman Mao said, “I intend to delay the publication of 
my report.” On 27 May, he said, “My essay will be 
published between the 15 and 20.” On 6 June, in the 
“CPC’s Instruction on Stepping Up the Rectification 
Process” drafted by Chairman Mao, it was pointed out 
that ““Comrade Mao Zedong’s speeches before the 
Supreme State Council Meeting on 27 February and the 
propaganda meeting in March will be published in the 
newspapers around 15 June.” 


There was a total of 15 drafts of “Correct Handling,” 
including the notes for the speech, the revised drafts, and 
the final draft. In other words, there were 14 rounds of 
revisions. The revisions were necessary not only because 
of the article’s logical structure but also because of 
circumstances and the development and changes in 
people’s understanding. What is meant by circumstances 
is that a handful of bourgeois rightist elements were 
taking advantage of the party rectification to launch an 
attack on the party and on socialism. In the published 
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article, although there was no direct meation of opposi- 
tion to the bourgeois rightists, the purpose of its pub- 
lishing was to provide an ideological weapon against the 
rightist factions. There is no doubt about this. 


Comparing the published manuscript and the notes, 
what were the major changes (including additions and 
deletions)? 


First the deletions: 


1) Criticisms of Stalin and the Soviet Union were 
deleted. They were prominent in the original speech but 
not even a word was mentioned in the published article. 


2) Criticisms of several “leftists” articles (and some 
rightist articles) were deleted. 


3) Various specific examples were deleted. 


Some of the deletions were because they were deemed 
unsuitable for publication at that time; some were nec- 
essary under the circumstances; some were deemed 
nonessential. 


Let us look at the additions: 


1) An analysis of the class struggle in the socialist era was 
added. “Although so far as China’s ownership system is 
concerned, the socialist transformation is basically com- 
plete, and the large-scale, tempestuous, mass class 
struggle of the revolutionary era is basically over, rem- 
nants of the overthrown landlord and comprador class 
remain; the bourgeoisie still exists; the small capitalist 
class has just begun its transformation. Class struggle is 
not completely over. The class struggle between the 
proletarian class and the capitalist class, the class 
struggle among various political powers, and the class 
struggle between the proletariat and bourgeoisie over 
ideologies will continue for some time; they will be 
tortuous and sometimes even intense. The proletariat 
wants to transform the world according to its world 
outlook, and the bourgeois also wants to transform the 
world according to its world outlook. In this respect, the 
question of who will win or lose has yet to be decided.” 


This passage was added gradually after Chairman Mao 
noticed that a handful of bourgeois rightist elements 
were taking advantage of the party rectification to launch 
their attacks. The original text of “Correct Handling” 
dated 27 February and all the revisions before 24 May 
were about the ideological contradictions and struggle 
between the proletariat and the bourgeoisie. But in the 
revisions after 24 May, the scope of class struggle began 
to widen and nsore weight was put on it, and eventually 
it read: ““The class struggle between the proletariat and 
the bourgeoisie, the class struggle among the political 
forces, the class struggle with respect to ideologies of the 
proletariat and the bourgeoisie will be permanent, tor- 
tuous, and sometimes even intense.” Looking back 
today, I feel that the original text was better. In the 
revised version, not only were the discussions incon- 
gruent with the gist of the Eighth National Party Con- 
gress and the original text of the speech, but there were 
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obvious differences, and there were also some problems 
with the theory. The Eighth National Party Congress’s 
document pointed out that upon the basic completion of 
the socialist transformation of the capitalist industries 
and businesses, “the bourgeoisie as a class is in the 
process of being destroyed,” and “the contradictions 
between the proletariat and the bourgeoisie are basicaly 
resolved.” This was realistic and scientific. But upon 
realizing that a handful of bourgeois rightist elements 
were launching their attacks, Chairman Mao, without 
restrain or qualifications, began to talk about “the class 
struggle between the proletariat and the bourgeoisie.” 
This clearly was the result of his attaching too much 
importance to the attacks launched by a handful of 
bourgeois rightist elements (I will deal with the rightist 
aitacks and the anti-right struggles in the next chapter). 
However, from the point of the gist of this passage, or 
putting it in context, it was mainly about the political 
and ideological class struggles. In this respect, the 
struggle between the proletariat and the bourgeoisie, 
both domestic and international, can be “permanent, 
tortuous, and sometimes even intense.” In the 20 years 
that followed (1957-1976), despite the serious and 
growing mistakes in how we actually addressed or dealt 
with this issue, so far as the theory was concerned, the 
basic spirit of this thesis still held firm. The disintegra- 
tion of the Soviet Union and the abrupt changes in East 
Europe were important lessons; we should reflect on it 
and be vigilant. We should realize that so long as the 
struggle between the two types of social systems in the 
world remains, no one socialist nation can or should 
lightly say that socialism or capitalism has won or lost, 
because in a socialist society, although the exploiting 
class as a class has been destroyed and class struggle is no 
longer the main contradiction in society, within a certain 
scope, class struggle will go on, and under certain condi- 
tions, it can still intensify. This kind of limited-scale 
class struggle is mainly between the people and certain 
forces that are hostile to the people, and the struggle is 
mainly political and ideological. This kind of domestic, 
limited-scale class struggle is often related to the inter- 
national class struggle. If we are not vigilant against this 
type of struggle, if we believe that all is well under heaven 
and we can take it easy, we may be in grave danger of 
making mistakes of historic magnitude. 


2) He added the thesis that “only socialism can save 
China”: “After the imperialistic, feudalistic, and bureau- 
cratic regime is overturned by the people, where will 
China go? Toward capitalism or socialism? Many people 
are confused, but facts have already answered this ques- 
tion. Only socialism can save China. The socialist system 
has promoted the rapid development of China’s produc- 
tive forces. Even our foreign enemies cannot deny this.” 
The famous saying, “only socialism can save China” not 
only had its clear target, that is, it targeted those words 
and deeds that alienated socialism at that time, and it 
also reflected in a profound way the law of historical 
development of China’s society. Since the Opium War in 
1840, many large and small imperialistic nations had 
invaded China, and step by step they had turned China 


JPRS-CAR-93-077 
20 October 1993 


into a poverty-striken, semi-colonial, semi-feudal 
society. Where there was oppression, there was resis- 
tance, and it was also at that time that many patriots 
with lofty ideals gave up their lives and shed their blood 
to save China. We tried the feudalistic and the capitalist 
approaches (including improved and revolutionized), 
but they failed. Why? Where was China really heading? 
This question plagued every warm-blocded Chirese cit- 
izen. They explored; they looked for answers.... It was 
the sound of the cannon of the October Revolution that 
brought new hope and a new dawn to China. China's 
progressive elements, especially the CPC members. 
“look at the nation’s future from the point of the 
proletarian world outlook” and they arrived at the 
conclusion that we should “take the Russian road,” that 
is, the socialist road, because only then could China's 
revolution assume a new aspect. The socialist road was 
the Chinese people’s historical choice. It was the correct 
road; it was a workable way. Without socialism. there 
would be no New China. After the political turmoil of 
1989, Comrade Xiaoping reiterated that “only socialism 
can save China,” and he added that “only socialism can 
help China develop.” It was a very important idea. It 
upheld and expanded Chairman Mao’s thesis. “Only 
socialism can save China”—it was the truth 30 years ago; 
it is still the truth today. 


3) He added the six standards of fragrant flower and 
poisonous weed: “‘a) help unite the people of all nation- 
alities, not divide thei; b) facilitate socialist transfor- 
mation and socialist construction, not undermine them: 
c) facilitate the reinforcement of the people’s democratic 
dictatorship, not jeopardize or undermine it; d) facilitate 
the reinforcement of democratic centralization, not jeop- 
ardize or undermine it; e) facilitate the reinforcement of 
the communist leadership, not remove or undermine it; 
f) facilitate the international unity of socialism and 
international unity of all peace-loving people of the 
world, not jeopardize such unity. Of the six standards, 
the most important are the socialist road and the party’s 
leadership.” Clearly, this addition not only was for 
providing a simple delineation of fragrant flower and 
poisonous weed but was also to satisfy the needs in the 
struggle against the rightist factions. But these six stan- 
dards were not really additions. They were embedded in 
the speech its elf and could be found all over the text. 
What we meant by addition was just that they were 
neatly summarize here. Nor were they hasty additions. 
In “Another Discussion of the Historical Experience of 
Proletarian Dictatorship” published in December 1956, 
it was pointed out that “no doubt, the centralization in 
democratic centralization must be founded on broad- 
based democracy. The party’s leadership must be the 
kind that forges close association with the people. If 
there is a problem here, it must be resolutely criticized 


-and overcome. But criticisms of these defects should 


only reinforce democratic centralization, reinforce the 
party’s leadership; they should never demoralize or 
cause confusion in the proletarian contingent, as our 
enemies would want us to.” On 12 March 1957, at a 
propaganda meeting, Chairman Mao again pointed out 
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that different classes had different ideas of what were 
fragrant flower and poisonous weed: ““What one class 
regards as fragrant flower may be poisonous weed to 
another class, and vice versa.” He also said, “Can the 
Communist Party be toppled by criticisms? Can 
Marxism be toppled by criticisms? Can the people’s 
government be toppled by criticisms?”’ These words fully 
reflected the CPC members’ strong self-confidence. The 
reason we implemented the guiding principle of “free 
airing of views” clearly was to improve and strengthen 
the party’s leadership, to uphold and expand Marxism, 
and to reinforce the people’s regime. There was no other 
reason. In a speech delivered on 26 May 1957, Chairman 
Mao pointed out that “a hundred flowers blossom and a 
hundred schools of thought contend must be based on 
the six standards,” and “the resolution of the contradic- 
tions among the people must facilitate these six stan- 
dards.” In fact, the six standards are the same principles 
our party has always upheld. Chairman Mao accom- 
plished much by clarifying them in his “Correct Han- 
dling.” These six standards not only provided important 
realistic guidance back then but, in my opinion, their 
fundamental spirit still applies today and forever, and we 
should abide by them and hold on to them when we deal 
with the domestic and international issues. 


By comparing the published manuscript and the original 
text of “Correct Handling,” we will notice that although 
there are major changes, the gist of the speech has not 
been altered. In other words, the main theme, the central 
idea, and the basic content have not changed. Overall, 
we can certainly say that “Correct Handling” is a grand 
piece of Marxist work that will withstand the test of time. 


IV. The Theoretical Contributions and Practical 
Complications of “Correct Handling” 


The publication of “Correct Handling” evoked strong 
international repercussions. Foreign media pointed out 
that “Mao Zedong’s speech, ‘On the Correct Handling of 
Contradictions Among the People,’ shook the world”; 
“only a few days after its publications, this article has 
become the center of world attention.” Many newspa- 
pers, in socialist nations as well as capitalist nations, 
reprinted either the complete text or excerpts and 
reviewed it extensively. Everybody gave it high marks 
and positive comments, calling it an important essay in 
the communist movement. An editorial in England’s 
MANCHESTER GUARD pointed out that “the impact 
of this speech on world communism may be even greater 
than Khrushchev’s speech on secrecy, because Mao 
Zedong’s speech brought out new ideas and new policies 
in a positive way while Khrushchev’s speech was a 
negative denunciation of the past.” In this regard, the 
comments of some socialist nations were particularly 
noteworthy. Here I would like to cite a few passages: 


After the publication of “Correct Handling,” even 
though the Soviet officials still denied the existence of 
contractions among the people in the Soviet Union, 
especially when it came to contractions between the 
leader and the led, many theoreticians showed gre:t 
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interest in the article. SIJIEPANNIAN [2448 2212 3382 
1628 ?], PhD., wrote an editorial praising “the principle 
of Comrade Mao Zedong’s article which says the unifi- 
cation of a socialist society does not deny contractions” 
as “the universal truth of Marxism.” He said, “Comrade 
Mao Zedong’s speech is an example of innovative devel- 
opment of Marxism-Leninism based on his profound 
summation of the rich and new experiences of China and 
other socialist nations.” ZUNUSUOFU [4371 0505 
4793 1133 ?], PhD., pointed out that the relationship 
between the leaders and the masses discussed in Mao 
Zedong ’s report was a dialectic, comprehensive analysis 
never discussed by anyone before. 


KASIMAN [0595 2448 2581 ?], central committee 
member of Poland’s United Workers’ Party and editor- 
in-chief of PEOPLE’S FORUM. said that China was 
extending Marxism, that in Comrade Mao Zedong’s 
report, one could see how Marxism was being applied in 
China, and the report’s contribution laid in its bringing 
up the question of internal contiadictions in socialist 
nations which had never been brought out by others 
because o f the binds of dogmatism. 


A long, signed Czechoslovakian Communist Central 
Political Administration publication entitled, “A New 
Issue Being Resolved by the CPC” pointed out that “the 
timely recognition of the historical significance of social 
changes, the timely understanding of the inevitable 
emergence of contradictions among the people under the 
new conditions and the correct handling of those contra- 
dictions, and the effort to lead all social strata forward 
through persuasion and education—these are guarantees 
that China will turn into a strong and increasingly 
prosperous socialist nation in the near future.” 


Hungary’s party organ newspaper published an editorial 
on “Marxist-Leninist Truth” calling the Chairman 
Maw’s speech “a speech with a new viewpoint and an 
innovative style that lights up che theory and practice of 
the entire workers’ movement.” The editorial also 
stressed that to distinguish contradictions between one- 
self and the enemy and contradictions among the people 
was of great importance to Hungary. 


In my opinion, these commentaries are objective and 
fair. What theoretical contributions did Chairman Mao’s 
“Correct Handling” make toward Marxism? Here I 
would like to talk about some of my own views: 


One, it was the first theory on socialist social contradic- 
tions in the history of the development of Marxisin. 
Chairman Mao was not the first to acknowledge and 
accept the existence of contradictions in a socialist 
society. It was Lenin. In May 1920, Lenin read 
Bukharin’s “The Economy in the Transition Period,” 
and when he came across the statement that “capitalism 
is an antagonistic, contradictory system,” he made the 
annotation that said, “Very imprecise. Confrontation 
and contradiction are not the same. Confrontation wiii 
disappear under socialism but contradiction will 
remain” (The Complete Lenin, Vol. 60, pp 281-282). 
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Because Lenin had little practical socialist experience, he 
could not discuss socialist contradictions in full. Stalin 
had always denied the existence of contradiction in a 
socialist society. It was not until 1952 that he reluctantly 
acknowledged that if not handled properly, there could 
be conflicts between the productive relationships and the 
productive forces under socialism. Chairman Mao on 
the one hand affirmed Stalin’s progress but at the same 
time he also pointed out that Stalin had not treated the 
contradiction between the productive relations and the 
productive forces as “essential contradiction” nor had he 
‘made it the whole issue.” In the history of development 
of Marxism, Chairman Mao was the first to form a 
systematic socialist contradiction theory. Contradiction 
is “the source of all dialectics” (in Marx’s word). To deny 
that there are contradictions in a socialist society is to 
deny dialectics. Chairman Mao utilized the principle of 
contradiction in material dialectics—that is, the law of 
unity of opposition—to analyze the socialist society and 
pointed out that the socialist society was full of contra- 
dictions, and the basic contradictions were still that 
between the productive relationships and productive 
forces and between the superstructure and the economic 
base. But these contradictions and those in the old 
society “were radically different in nature and in situa- 
tion.” For even though they had their contradictory 
aspects, basically they were also compatible, and so they 
would not manifest themselves as fierce antagonisms 
and conflicts, and they could be moderated and resolved 
within the socialist system itself. This is exactly where 
socialism’s superiorly lies. Comrade Xiaoping has 
always fully acknowledged this viewpoint of Chairman 
Mao’s. In 1979, in his important speech entitled 
“Upholding the Four Basic Principles,” he pointed out 
that “when it comes to fundamental contradictions, I 
still think that we should adhere to Comrade Mao 
Zedong’s ideas expressed in ‘On Correctly Handling the 
Contradictions Among the People.’ Comrade Mao 
Zedong said, ‘In a socialist society, the fundamental 
contradictions are still that between the productive rela- 
tionships and the productive forces and that between the 
superstructure and the economic base.’ Of course, 
pointing out these basic contradictions does not com- 
pletely resolve the issue. We still need in-depth and 
concrete studies. But looking at the practices of the last 
20 years and more, this approach is still better than any 
other approach” (Selected Works of Deng Xiaoping 
(1975-1982) p 168). Chairman Mao also pointed out that 
there were two types of contradictions in a socialist 
society—contradictions between ourselves and the 
enemy and contradictions among the people—and to 
construct socialism victoriously, we must correctly dis- 
tinguish and handle the two. Thus Chairman Mao had 
elevated the understanding of the law of socialist devel- 
opment to a new theoretical height, providing the theo- 
retical compass for reinforcing, developing, and per- 
fecting the socialist system. 


Two, for the first time in the history of the socialist 
revolution, the contradiction between the working class 
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and the national bourgeoisie was treated as a contradic- 
tion among the people (it had always been so in practice, 
but this was the first theoretical demonstration). The 
target of the socialist revolution is the bourgeoisie. This 
is one of the universal principles of Marxism. Chairman 
Mao and the party did not interpret this principle 
dogmatically; instead they started out from China’s own 
reality and, based on China’s historical conditions, sep- 
arated the bourgeoisie into two categories and treated 
bureaucratic bourgeoisie as one of the three archenemies 
who should be overturned and their properties confis- 
cated. But they handled the national bourgeoisie in a 
unique way and always treated its contradiction with the 
working class as a contradiction among the people, and 
they were very successful. Chairman Mao said, “In our 
country, the contradictions between the working class 
and the national bourgeoisie are classified as contradic- 
tions among the people. The class struggle between the 
working class and the national bourgeoisie is usually 
considered a class struggle among the people. This is 
because China’s national bourgeoisie has dual charac- 
ters. In the bourgeois democratic revolution era, it had 
its revolutionary aspect and its conciliatory side. In the 
socialist revolution era, in one aspect, it exploits the 
working class in order to reap a profit, but it also 
supports the constitution and 1s willing to accept socialist 
transformation. National bourgeoisie is different from 
imperialism, the landlord class, or bureaucratic bour- 
geoisie. There is contradiction of the exploiter and the 
exploited between the working class and the national 
bourgeoisie. Ordinarily, this is antagonistic contradic- 
tion, but under China’s actual conditions, if the antago- 
nistic contradiction between these two classes are han- 
dled properly, it can be turned into nonconfrontational 
contradiction; it can be resolved by peaceful means.” 
Marx said on many occasions that under certain condi- 
tions, the bourgeoisie could be redeemed, that is, they 
could be dealt with peacefully, but he never treated the 
bourgeoisie as people. In his opinion, “if we can get rid 
of this whole gang by buying them out, it will be most 
convenient” (see Selected Works of Marx and Engels 
volume 4 pp 314-315). Our party treats the contradiction 
between the national bourgeoisie and the working class 
as contradiction among the people based on China’s own 
situation and on the dual political character of the 
national bourgeoisie. This is something Marxism never 
talked about, and thcre is no other precedence for it in 
the practices of other socialist nations. It is a grand 
theoretical and practical creation of Chairman Mao and 
our party; it is the product of combining the basic 
principles of Marxism and China’s reality. This view- 
point and theory provided the theoretical basis and 
proper explanation for the peaceful transformation of 
China’s national bourgeois industries and businesses and 
guided the successful destruction of the Chinese national 
bourgeoisie as a class. 


Three, it correctly brought out and discussed the issue of 
China’s industrialization. China was an large agricul- 
tural nation where the small-scale peasant economy had 
a definite advantage. How could a nation like that 
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achieve socialist industrialization? It was an important 
issue which we had to resolve on our own. Chairman 
Mao realized this early on. He learned from the experi- 
ences and lessons of the Soviet Union’s and East 
Europe’s industrialization and utilized the basic princi- 
ples of Marxism to analyze China’s own situation and 
proposed “China’s industrialization road.” In April 
1956, in his “On Ten Major Relationships,” Chairman 
Mao pointed out that “what is worth noting is that 
recently the Soviet Union has exposed some of the flaws 
and mistakes in the socialist construction process. They 
have gone down a tortuous path. Do you want to go 
down the same road?” When he talked about the “rela- 
tionship among heavy industry, light industry, and agri- 
culture,” he said, “There are two ways to develop heavy 
industry: one is to develop less of agriculture and light 
industry, and one is to develop more of agriculture and 
light industry. In the long-run, the former will cause 
heavy industry to develop less and slower, or at least its 
foundation will not be as solid. Over several decades, it 
will not make sense. The latter will help our heavy 
industry to develop more and faster, and it will safeguard 
the people’s everyday needs and will make the founda- 
tion of development moire solid.” In his “Correct Han- 
dling,” he correctly elevated the “issue of the develop- 
mental relationship between heavy industry, light 
industry, and agriculture” to “China’s industrialization 
road” and emphasized that “industrial development 
must be accompanied by agricultural development.” 
Practice proved that the industrialization road suggested 
by Chairman Mao suited China’s real conditions and 
was very correct. In May 1963, I wrote the essay 
“China’s Socialist Industrialization” (see HONGOI 
1963, Vol 20) in which I talked about my own crude and 
shallow understanding of the Party Central Committee’s 
and Chairman Mao’s theory on this issue: “The correct 
handling of the developmental relationship among the 
most basic production sectors of heavy industry, light 
industry, and agriculture is of extreme importance to 
China’s socialist industrialization. We have come to 
realize fully through practice that socialist industrializa- 
tion cannot proceed alone; we must emphasize both 
industry and agriculture . In other words, they should 
accommodate each other as they develop rather than 
alienate each other. Only in this way can we guarantee 
the rapid, proportional development of our socialist 
industrialization”’; “in the socialist industrialization pro- 
cess, how to correctly handle industrial development is 
an issue we should emphasize while upholding China’s 
socialist industrialization road. In this country of more 
than 500 million people, how the peasants are faring and 
how well agriculture is doing will have a significant 
impact on our industrial development and the develop- 
ment of our socialist construction.” It should also be 
pointed out that the so-called industrialization road is 
definitely not just about industry itself. In terms of social 
relations, it is an issue of how to correctly handle the 
relationship and contradictions between workers and the 
peasants, which are the most crucial internal relationship 
and contradictions among the people. Lenin pointed out 
that the highest principle in proletarian dictatorship is to 
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reinforce the alliance between industry and agriculture. 
The road of industrialization as proposed by Chairman 
Mao complies with this principle. 


It is impossible to cite all the theoretical contributions of 
“Correct Handling” as discussed earlier, but we have 
already demonstrated that it indeed was an innovative 
extension of Marxism. Yet Chairman Mao’s theory was 
never put into effect in the 20 years prior to the Third 
Plenary Session of the 11th Party Central Committee, 
and in fact it was grossly violated. Even in 1957 when the 
theory was first brought out, the anti-right struggles were 
greatly expanded, there was total confusion about the 
two essentially different types of contradictions, and 
many contradictions among the people were treated as 
contradictions between ourselves and the enemy. In the 
10 years of turmoil that began in 1966, the confusion of 
the two different types of contradictions and failure to 
properly handle the contradictions among the people 
peaked. Why was there such a sharp contrast between 
practice and theory? It is indeed puzzling. Personally, I 
think there are two possible explanations. One, 
Chairman Mao might have changed his mind later on. 
After the anti-right struggles, he increasingly emphasized 
class struggles, and so the idea of correctly handling the 
people’s internal contradictions began to fade. Two, the 
theory and strategy of correctly handling the contradic- 
tions among the people were never understood by the 
masses of party members and cadres. Our party was the 
ruling party. It was in control of all kinds of power. The 
masses of party members and cadres could not under- 
stand or grasp the theory and strategy of correctly 
handling the contradictions among the people, and so 
they could not diligently put them into practice. The best 
theory is nothing more than words if it is not accepted or 
understood. Lenin pointed out that “theoretical resolu- 
tion of an issue is different from its actual implementa- 
tion” (Selected Works of Lenin, Vol 3 p 799). He also 
said, “Theory and practice are two different things. To 
solve a problem in practice and to solve a problem in 
theory are definitely two separate matters” (Selected 
Works of Lenin, Vol 42 p 44). Facts indeed bear out this 
point. Fortunately, after 22 years of going back and forth 
on a tortuous path from the latter half of 1957 to 1978, 
and after the Third Plenary Session of the 11th Party 
Central Committee and the subsequent efforts to bring 
order out of chaos, we finally unified theory and prac- 
tice. The second generation collective leadership of the 
Party Central Committee, with Comrade Deng Xiaoping 
at its core, seriously implemented Chairman Mao’s 
theory on distinguishing the two essentially different 
types of contradictions and the correct handling of the 
contradictions among the people. They not only 
redressed many wrongful, false, and mishandled cases in 
the history of the party and correctly assessed the merits 
and mistakes and rights and wrongs of some important 
leaders, but they also redressed many wrongful, false, 
and mishandled cases nationwide. Based on the new 
situation and new problems, they brought out many new 
theses to enrich and develop Mao Zedong thoughts. In 
recent years, the third generation leading body of the 
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Party Central Committee, with Comrade Jiang Zemin at 
its core, has complied with Comrade Xiaoping’s ideas to 
handle the series of complicated international and 
domestic contradictions properly to protect and develop 
the political situation of stability and unity. These facts 





prove that in the country’s political life, we cannot for 
one moment neglect, and even less violate, the theory of 
strict separation of the two essentially different kinds of 
contradictions and the correct handling of the contradic- 
tions among the people. 
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NATIONAL AFFAIRS, POLICY 


Symposiam Seeks Ways To Fight Inflation 


93CE0891A Beijing JINGJI RIBAO in Chinese 
27 Aug 93 p 7 


[Report by staff reporter Wang Shengyan: “Focus on the 
Key To Suppressing Inflation—A Roundup of the Sym- 
posium on the Issue of Inflation”’] 


[Text] Recently, the State Information Center and the 
Financial Institute under the People’s Bank of China 
sponsored a symposium on the issue of inflation 
attended by some experts and scholars in Beijing. The 
participants discussed the characteristics and causes of 
the current round of inflation, the measures to suppress 
inflation, and other issues. 


The Development Trend Regarding, and the 
Characteristics of, the Current Round of Inflation 


According to the participating experts, with rapid eco- 
nomic growth, there has been inflation in some regions 
in China since the second quarter of 1992. In the first 
five months of this year, all price indices rose, and 
inflation intensified markedly in more areas. Compared 
with 1988, there have been qualitative changes in the 
degree and scope of price increases. Price increases have 
spread from means of production to items for daily use, 
from urban to rural areas, and from large cities to small- 
and medium-sized cities, with prices cf ost goods being 
on the rise. The rapid and widespread increases in prices 
of various goods have affected the overall functioning of 
the economy. 


According to the participants, as compared with 
1988, the new round of inflation has the following 
characteristics: 


—In this round of inflation, price increases for produc- 
tion are lasting and large, while the effect of higher 
costs is growing; in 1988, it was market retail prices 
that surged suddenly, and the goods of which prices 
rose were mainly durable consumer goods, with the 
disruptive impact on prices of means of production 
being small. 


—This round of inflation has spread from regions with 
active markets to regions with less developed markets, 
resulting in lighter pressure on urban areas but greater 
pressure on rural areas; in 1988 price increases mainly 
happened in cities, with the problem being not prom- 
inent in the rural areas. 


—This round of inflation is happening under the situa- 
tion where manipulable resources at the macroeco- 
nomic level are limited and where means of macro- 
economic regulation and control have not been fully 
developed: the 1988 inflation happened under a situ- 
ation where the element of planned economy was still 
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strong, and at that time the room for using traditional 
plan-based means of regulation and control was still 


large. 


—The pressure that this round of inflation has exerted 
on scattered foreign exchange has resulted in large 
devaluations of the renminbi; in 1988 foreign 
exchenge reserves and the use of foreign exchange 
were relatively concentrated, and thus there was no 
prominent disruptive impact in this respect. 


In discussing the capacity to bear inflation, the partici- 
pants rejected the so-called high bearing capacity theory. 
According to the general view, it is not proper to make 
light of inflation just because people’s income has greatly 
increased and because market supplies are more abun- 
dant than in 1988. In evaluating whether the inflation 
rate is bearable, one should neither look only at the 
situation on the consumer market, nor consider the 
occurrence or absence of large-scale panic buying to be 
the only criterion for determining whether the rate is 
bearable. In determining whether a certain degree of 
inflation is bearable, one should evaluate the degree of 
economic disruption caused by such inflation. In other 
words, it is necessary to use structural indicators for 
evaluate the capacity to bear inflation, but not aggregate 
indicators or average indicators. According to the gen- 
eral view, the current round of inflation has distorted 
price signals and affected the efficiency in the allocation 
of resources, causing various types of market disorder, 
and has thus become psychologically unbearable to 
society; therefore, it has exceeded the extent permitted 
by the national economy’s capacity to bear inflation. 


Analysis of Causes of the Current Round of Inflation 


According to the participants, the current round of 
inflation has been caused by both direct policy factors 
and deeper structural factors, and was, in a fundamental 
sense, caused by structural factors. 


In terms of immediate causes, the first was the exces- 
sively rapid increase in overall fixed-asset investment in 
society. Since the first quarter of 1992, overall invest- 
ment in society has increased by 37.6 percent, and the 
scale of construction under way reached 2,000 billion 
yuan by the end of the year. In January-May 1993, 
investment by all-people-owned enterprises increased by 
69.3 percent, and the rapid growth in investment has 
obviously exceeded the extent permitted by the capabil- 
ities of the country. The expansion in fixed-asset invest- 
ment has meant growth in demand, while excessive 
demand has inevitably resulted in disequilibrium 
between supply and demand and the corresponding rises 
in prices of means of production. 


Second, the investment structure is seriously unbal- 
anced. There have been the following manifestations: 
There is overheating in regard to development zones; 
there are over 8,000 large and small development zones 
nationwide. They have used up large tracts of farmland; 
and furthermore most of them are not being developed 
after being set up. There are excessive growth rates in the 








18 ECONOMIC 


real estate industry; large amounts of funds are used in 
nonproductive trading which does not create anything. 
Investment in the basic industries, transport, and energy 
is too small, while investment in the processing indus- 
tries is too large. The serious structural dislocations have 
resulted in the decrease in returns oa investment, and 
exacerbated the bad consequences of the investment 
inflation. 


In terms of deeper structural causes, first, while the 
authority to approve investment projects has been grad- 
ually delegated, the investment mechanism is basically 
one based on the “administrative guidance model” and 
has not shaken off planned-economy confines, and an 
investment mechanism based the “market guidance 
model” is still far being formed. Second, budgetary 
constraints on state-owned enterprises have not been 
toughened yet, and mechanisms exist for transferring 
business risks to banks. Thus, enterprises are prone to 
expand investment under the pressure exerted by local 
governments, and also dare to gather funds at high 
interest rates in socict, despite the risks. Third, there is 
a lack of norms governing micro-level financial 
behavior, and standardized laws, regulations, and envi- 
ronment have not been formed yet; thus the overall 
credit scale of society is prone to expand in a willful 
manner. Fourth, the consolidation of the fiscal system of 
eating from separate pots has strengthened the local 
economic authorities’ tendency to imitate each other as 
well as to carve up the country. After the central govern- 
ment began to advocate the trar-formation of the func- 
tion of government, the strengthened local governments 
have been thinking more about expansion but less about 
reform. The effort to transform one’s own function is 
seriously lagging behind. There is a tendency to seek high 
speed and to start projects regardless of the circum- 
stances and conditions. Meanwhile, the old investment 
and financial sysums as well as the enterprise system 
have provided macroeconomic foundations for such a 
tendency. 


Measures To Suppress the Current Round of Inflation 


According to the participants, as compared with 1988, 
the existing macroeconomic environment is different in 
many important ways. The further development of the 
situation characterized by the coexistence of economic 
sectors of different ownership-status, of various eco- 
nomic actors, and of different economic interest groups 
and by a dual economy makes it necessary to renew our 
understanding of the targets, mode, and policy means of 
macroeconomic regulation and control, and to make new 
designs. Therefore, the measures to suppress inflation 
must be appropriate to the changed macroeconomic 
environment; it is necessary to treat the symptoms first, 
while making curing the disease the basic task, com- 
bining near-term, medium-term, and long-range sup- 
pressive measures. 


—Near-term suppressive measures. Make the conditions 
on the central bank’s loans given to specialized banks 
more stringent, restrict credit lending, and expand 
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rediscount business. This is the most effective mea- 
sure to raise the quality of the central bank’s loans and 
to ensure the repayment of the loans. Strictly supervise 
and maintain the reserve rate and disbursement fund 
rate for deposits, and prevent specialized banks from 
providing short-term financing through lowering the 
disbursement fund rate so as to bypass the control 
over the credit scale. The central bank may consider 
adopting floating interest rates, so as to link interest 
rates to the quality of the use of funds. Strengthen 
quality management of loans given to enterprises; 
conduct secured loan, guaranteed loan, and letter of 
credit businesses in a comprehensive way; restore 
value-preservation savings deposits; and develop 
many means of value preservation. In carrying out 
standardized management of short-term financing 
markets, turn short-term financing into commodities, 
have the interest rates regulated by the market, and let 
financial institutions and enterprises enter the market. 


—Medium-term suppressive measures. Establish a mar- 
ket-based investment system; perfect the mechanisms 
for minimizing investment risks; and transform the 
investment system based on the administrative guid- 
ance model into an investment system based on the 
market guidance model. Give full play to the role of 
fiscal policies in suppressing excessively strong invest- 
ment demand; optimize the investment structure 
through taxation; and reduce regional differences in 
investment which are now too large. It is necessary to 
institute taxes on real estate and stock trading as soon 
as possible, in order to prevent funds from being 
concentrated in a few industries. Accelerate the reform 
of the circulation system so as to form proper net- 
works of material and commerce circulation; accel- 
erate the reform of the lending system, making guar- 
anteed lending, secured lending and discounting the 
main types of lending. The central bank should grad- 
ually weaken the control over the credit scale, but 
strengthen the management of the quality of loans. 
Accelerate the development of financial laws and 
regulations, so as to impose strict norms on financial 
conduct. It is necessary to promulgate such laws as the 
Mortgage Law and the Investment Law as soon as 
possible. 


—Long-range suppressive measures. In order to suppress 
inflation in a fundamental way, it is necessary to start 
with nurturing functioning mechanisms of markets 
and carrying out prolonged effort to build systems. It 
is necessary to nurture and establish the economy’s 
system of internal accumulation for development, 
proceed with enterprise-system reforms in accordance 
with the requirements of being market-regulated, pre- 
fect enterprises’ operating mechanisms, and change 
the current situation where enterprises operate under 
debt, relying on bank loans. Establish a modernized 
bank clearing network; and set up a unified national 
clearing bank, so as to ensure the expeditious clearing 
and rational flow of funds nationwide. It is necessary 
to accelerate the reform of the financial system, give 
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play to the role of the central bank in maintaining 
monetary stability, and accelerate the commercializa- 
tion of specialized banks. 


According to the participating experts, as some inflation- 
fostering mechanisms will have an effect for a long time, 
the current round of inflation will continue for some 
time because of inertia. How quickly the inflation can be 
suppressed will be determined by the effectiveness of 
macroeconomic regulation and control. Macroeconomic 
regulation and control have now produced some prelim- 
inary results. However, while guarding against indis- 
criminate actions, we still have to increase the intensity 
and scope of the regulation and control. With the favor- 
able social environment and the material foundations 
created by the reform and rapid economic growth, we 
will be able to reduce inflation-based losses as much as 
possible, if only we can exercise regulation and control in 
a flexible way and seize the opportunity to reform the 
systems. 


FINANCE, BANKING 


Zhu Rongji Takes Measures Against Financial 
Corruption 


93CE0804B Hong Kong CHIU-SHiH NIEN-TAI [THE 
NINETIES] in Chinese No 8, 1 Aug 93 pp 38-40 


[Article by Vang Baoting (3769 1405 0080), correspon- 
dent on economic affairs stationed in Beijing: “Chaos 
and Corruption in the Finance Industry; Zhu Rongji 
Issues Artic'es of Strict Warning”’] 


[Text] Banks Loan Arbitrarily, raise funds arbitrarily, 
grant loans arbitrarily, bankers use their powers of office 
to get rich, take kickbacks, withhold money and loan it 
out—it is not only a chaotic, it is really a most sinister 
state of affairs! 


Zhu Rongji was ordered to solve the difficulties. As soon 
as he assumed office, he wrote out a threefold pledge, 
which contained articles of warning, and assured strict 
enforcement. This time he may again be a winner. 


According to a XINHUA NEWS AGENCY news item, 
dated 2 July, President Jiang Zemin signed an order in 
his capacity as state president, appointing Zhu Rongji 
concurrently president of the Chinese People’s Bank, at 
the same time relieving Li Guixian [2621 6311 7639] of 
that position. 


Why Was “Good Official” Li Guixian Dismissed? 


For lower level financial officials and for the man in the 
street, this news was quite unexpected, because in the 
minds of the people Li Guixian was a “good official.” He 
was of a complaisant nature, did not put up-the airs of an 
important official, and was simple and frugal in his life 
style. The state-supplied furniture in his home had long 
ago worn out, but he still could not bring himself to 
replace it. Although Li Guixian was the highest financial 
authority in the state, his monthly income was only 
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several hundred yuan. He lived in financially straight- 
ened circumstances; he even personally repaired his 
bicycle. He usually shops for food at the street market, 
and he shows solicitude for the conditions of the people. 
In political respects, he gave people the impression that 
he is not conservative. After assuming the position of 
bank president, he repeatedly declared that he will 
“promote the reform of the financial system and have it 
render service to the market economy.” 


It must certainly have been world-shaking events that led 
to the dismissal of a “good official” with all these 
qualities. All kinds of opinions were expressed by var- 
ious circles in the capital. Some said he was opposed to 
raise the interest rate on deposits and loans, and that 
there was some rivalry between him and Zhu Rongji. 
Some said he did not know how to conduct business, he 
only knew how to be an official. Others even said he lost 
his job because of a power struggle at the top. 


People who have had some insight into matters revealed 
that Li Guixian’s main problem was that he was respon- 
sible for the chaotic conditions in finance during his 
earlier period. During the time he held office, he was 
always talking at every opportunity of promoting finan- 
cial reform, but actually never acted, sticking to the old 
stuff of planned economy and relying on administrative 
decrees to resolve monetary problems. During his earlier 
period, the central bank also participated in business 
activities, and the specialized banks established one after 
the other finance corporations that evaded supervision 
and control. They engaged in arbitrary interbank bor- 
rowing and granted loans arbitrarily, and Li Guixian 
cannot avoid being connected to these activities. 


There is no way to know whether Li Guixian, faced with 
this criticism, has ever admitted his mistakes, but people 
have noticed that he said in his speech at the national 
finance conference that he supports the spirit of the 
Central Committee’s Document No 6 (dealing mostly 
with restoring financial order). Although problems 
during his earlier period had mostly occurred at the 
grassroots bank branch, the central bank must bear 
responsibility. This amounts to saying that Li Guixian 
has indeed acknowledged his mistakes. 


Is “Chaotic Condition” All That There Is to It? 


From last year up to now, the national economy has 
grown rapidly, but serious problems have also emerged, 
especially the problems of an ever nore serious currency 
inflation and the shortage of capi’ z!. One of the reasons 
for these serious problems is the chaotic situation in 
financial affairs, and the chaotic situation manifests 
itself in the following areas: 


1) Banks are to a considerable extent operating trading 
companies. The specialized banks are transferring Ccap- 
ital to corporate entities that they themselves operate. 
Short-term interbank loans are transformed into fixed 
asset investments. The total capital which is in this way 
involved in interbank loans and diverted to other pur- 
poses amounts to 100 billion yuan. 
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2) There was a precipitate rush to raise funds from the 
general public, and the situation got out of control. From 
January to April this year, funds raised from the general 
public amounted to almost 50 billion yuan, and this 
money was mainly used for speculations in stocks and 
real estate, fostering an unsubstantial “bubble econ- 
omy.” 

3) Control was lost over bank credits, allowing an ever 
larger scale of fixed asset investments to occur, many of 
which proved to be unprofitable “bottomless holes.” In 
the first quarter of this year, investmerts in fixed assets 
have been 50 percent more than during the corre- 
sponding period last year. 


4) Enterprises increasingly hold back funds. The old 
“triangular debts” have been liquidated, but have staged 
a comeback in the form of new “triangular debts.” 


People wiih insight into financial matters have cried out 
in alarm, that if this arbitrary interbank borrowing, 
arbitrary raising of funds, and arbitrary granting of loans 
is allowed to freely go on, banks will end up becoming 
nothing but “empty shells.” Should the people one day 
decide to stage a run on the banks to get their money 
back, the consequences are dreadful to contemplate. 


Corruption in Banks Is All-Pervasive 


Because a financial system consistent with business 
operations in the market economy has not yet been 
established, at a time of the ongoing “corporation 
craze,” “real estate” craze, and “development zone” 
craze, banks are in a favorable position, and thus cor- 
ruption has become all-pervasive. Someone has summa- 
rized the exact details of how the banks make their 
“black money”: 


1) Collecting kickbacks for granting loans. An enterprise 
that hopes to get a loan must pay kickbacks to the banker 
in charge of the matter in question. It is said that such 
kickbacks are up to 10 percent. It means, for a loan of 1 
million you would have to “express your respects” to the 
banker concerned to the amount of 100,000 yuan. 
Without the kickback, obtaining a loan is completely out 
of the question. 


2) Not paying out the full amount. If you wanted to 
borrow 10 million yuan, you will be able to get only 9.5 
million yuan, as the bank will retain 5 percent as interest 
guarantee, but capital repayment and interest payments 
will ail be calculated at the full amount of 10 million 
yuan. 


3) The profit-sharing system. If an enterprise one day 
sees a business opportunity that offers quick profits, the 
bank will immediately send someone with cash. As soon 
as the transaction is completed, the bank will take a share 
of over 40 percent of the profits, without ever having 
actually participated in the business. 


4) Delays to funds and diverting funds. If an enterprise 
has to transfer funds from the specialized bank to 


JPRS-CAR-93-077 
20 October 1993 


another bank, this transaction will take at least one week. 
If an enterprise from another place presents a check 
payable on sight, the transfer to the account of the local 
enterprise will also take one week. The dank will in this 
way, and without any justifiable reason, earn interest. 
Faced with these unjustifiable actions by bankers, enter- 
prises are always highly incensed but do not dare to say 
anything. If you dare to make a complaint to higher 
authority, the only one to suffer from it will be the 
enterprise concerned. 


At the beginning of this year, the ““Weiyi Bank incident” 
was reported to the central authorities in the form of an 
internal impeachment and caused a furor. A high officer 
of a certain bank in Beijing was beguiled by the charms 
of a certain female and to everyone’s surprise gave 10 
million yuan as a loan to the manager of the Weiyi Bank, 
resulting ultimately in a big loss for the state. If it were 
not for the Propaganda Ministry’s efforts to suppress 
negative reports, many other disgraceful affairs of 
bankers would be revealed. 


Although it is only a small number of bankers that got 
very rich by the use of the powers of office, the people 
have a very bad impression of banks. A public opinion 
survey by a certain unit in Beijing asked the question: 
“Which sector is most liable to develop corruption?” 
The answer was almost unanimous: the banks! Honest 
employees in the banks have indignantly declared: in the 
banking business it is nut only a chaotic, it is really a 
most sinister state of affairs! 


Economists Call For Financial Reform 


Since the start of this year, some well-renowned econo- 
mists have repeatedly made statements criticizing the 
chactic state in the financial institutions and have called 
for stepping up financial reforms. 


Professor Yu Tianyi [0205 1131 0001], China College of 
Finance, criticized the banks for being incapable of 
action to stop the currency inflation. He said, the most 
direct factors for the inflation is the overextension of 
credits and the economically unjustified issue of cur- 
rency. For these causes, the banks must bear responsi- 
bility. The financial reform has now become a matter of 
utmost urgency, but the ceatral bank, in its stubborn 
pursuit of stability, is overcautious. 


Professor Xiao Zhuoji [5618 3504 1015], Beijing Uni- 
versity, believes the most critical problem in the ongoing 
reform is the way financial reform is lagging behind. The 
financial reform must effectively straighten out three 
relationships: 


1) The relationship between government and enterprises, 
clarifying the question whether the financial organs are 
part of the government structure or whether they are 
enterprises. 2) The relationship between what should be 
public and what should be private. Most of China’s 
present financial organization consists of the state banks, 
but in the face of so large a privately run economy, it is 
impossible to have no private banks at all. 3) The 
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relationship between Chinese and foreign operations. 
Since we allow foreigners to operate enterprises, we 
should also allow them to operate banks. 


Wu Jinglian [0702 2417 8834], research fellow at the 
Economic, Technological, and Social Development 
Research Center of the State Council and famous for his 
courageous statements, frankly said that the financial 
reform is not at all up *o expectations. He criticized the 
present central bank fur not acting as central bank, and 
the specialized banks for not acting as specialized banks. 
The central bank should be the authority in charge of the 
country’s currency. It must not have any special profit 
motives in the issue of currency, yet the present central 
bank also engages in investment business. How can it 
then effectively carry out macro-regulation and control? 
The specialized banks are supposed to be enterprises, but 
they have many administrative functions, and this is apt 
to lead to corruption. Wu Jinglian said, it took the 
central bank over half a year of deliberations to finally 
come out with an interest rate adjustment plan. Loan 
interests were raised only 0.82 percent, this was said to 
have been decided upon in the interest of protecting the 
enterprises. I have asked many state-owned enterprises 
whether it is possible to get loans at such low interest 
rater, and all said it is impossible. If we go on like this, it 
would be a miracle if corruption would not become 
all-pervasive. 


Professor Li Yining [0632 0110 1337] of Beijing Univer- 


sity, nicknamed “Li Gufen” [Li the share] said, there are 
two areas in the backwardness of our economic reform: 
One is backwardness in the investment structure, the 
investing eritity assuming no risks, which in turn leads to 
loss of control over the invesiment and currency infla- 
tion. The other area is backwardness in our financial 
reform. The central bank has been unable to become an 
independent financial organization, and the specialized 
banks are not true enterprises; they are unable to assume 
full responsibility for their own profits and losses. 


The dismissal of Li Guixian must also to some extent be 
attributed to the fierce criticism by the economists, 
because some time ago Jiang Zemin said, ii our efforts at 
economic construction we must listen more to the opin- 
ions of specialists. 


Will Zhu Rongji Be Able To Accomplish What He 
Intends To Accomplish? 


Moving from member of the Standing Committee of the 
Politburo to the position of president of the Chinese 
People’s Bank is an unprecedented move in all the 
40-odd years of CPC rule. Zhu Rongji does what he says. 
As soon as he was appointed, he immediately called to 
Beijing the directors of all branches to an All-China 
Conference on Financial Work. In his speech at the 
conference, Zhu Rongji emphasized that the focal points 
in financial work are restoration of financial order, 
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maintaining strict financial discipline, promoting finan- 
cial reform, and strengthening macro-regulation and 
control. These few phrases actually represent Zhu 
Rongji’s “administrative program.” Ever since Zhu 
Rongji came to Beijing, he was ordered to resolve 
economic difficulties. Some officials in Beijing believe 
that he will this time too come out a winner. 


First, in the need to rectify the financial problems, the 
top-ranking leadership of the CPC is of one and the same 
opinion. In their speeches at the All-China Conference 
on Economic Work in April, the three men, Jiang Zemir, 
Li Peng, and Zhu Rongji, all admitted that financial 
affairs are in chaos and that order must be promptly 
restored. Jiang Zemin was concerned that there may be 
some misunderstandings in the minds of the various 
high provincial officials, and he therefore specially 
explained the relationship between “firmly grasp the 
opportunity” and “cherish the opportunity.” 


Second, the top-ranking leadership of the CPC are firmly 
resolved, as evidenced by the removal of Li Guixian and 
others. If the situation would not have called for prompt 
action, the removal of so highly placed an official, as Li 
Guixian was, would not have been lightly undertaken. In 
the transmission of the ideas of the highest CPC leader- 
ship, the ideas are generally first conveyed to those of 
provincial and ministerial rank, then to those of prefec- 
tural rank as well as the rank of departments in provin- 
cial governments, and finally are shared with the general 
public. Transmission of Document No 6 about restoring 
financial order departed from normal procedure. When 
it had just reached the prefectural rank and the provin- 
cial departments, newspapers, radio, and TV stations 
vied with each other to publish the news. Officials of 
county rank and section chiefs got to know the news 
together with the common people. This is a sign of the 
impatience of the CPC leadership. 


Moreover, Zhu Rongji’s great energy and practical 
ability are not to be overlooked. Upon assuming office, 
he wrote out a threefold pledge for the bank: 


1) Eliminate all improper interbank borrowing; 2) do not 
compete by raising interest rates; do not accept kick- 
backs; 3) do not invest in entities that are run by the 
bank; the entity should break all links with the bank. 


Zhu Rongji proclaimec that whoever violates these arti- 
cles of warning will be made an example of punishment 
without leniency. Under this powerful pressure, not one 
of the bank officials will have the courage to act in an 
improper way. 


After Zhu Rongji had been bank president for only a few 
days, the exchange rate of the RMB against the U.S. 
dollar began to rise at all the foreign exchange swap 
centers. On 5 July, the freely adiusted price for the U.S. 
dollar in Beijing declined from 1:10.71 to 1:10.3. In 
Shanghai and Guangzhou it was more or less the same. 
Some believe this to be a good omen for Zhu Rongji. 
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In summary, for Zhu Rongji to restore financial order 
should not be a difficult task, but pushing on with the 
financial reform, having the financial system operate 
according to the laws of market economy, and having it 
also conform to international practices, is a hard nut to 
crack for Zhu Rongji, as well as for the to leadership of 





the CPC. 


Output of Textiles in Jan-Sep 


HK1410145393 Beijing CEI Database in English 


14 Oct 93 


[Text] Beijing (CEIS)—Follewing is a list of the output of 
textiles in January-September 1993, released by the State 


Statistical Bureau: 



































Item Unit 1-9/93 1-9/92 
Yarn 10,0001 366.41 362.61 
Yarn 10,000pc 2039 2018 
Cloth 100m.m 134.11 127.43 
of: Pure cotton 100m.m 80.88 73.91 
Chemical fiber 100m.m 39.00 13.70 
Silk 10,000 6.62 5.01 
Silk fabric 100m.m 20.84 17.54 
Woelen fabric 10,000m 18936 21111 
Knitting wool 10,000 20.84 20.66 
Garment 100m.pc 23.74 20.13 














Notes: t—ton, pe—piece, m.m—million meter, m.pc—million piece 





INDUSTRY 


Output of Textiles in September 
HK 1410145293 Beijing CEI Database in English 


14 Oct 93 


[Text] Beijing (CEIS)}—Following is a list of the output of 
textiles in September 1993, released by the State Statis- 












































tical Bureau: 
Item Unit 9/93 9/92 
Yarn 10,000 40.43 41.40 
Yarn 10,000pe 225 211 
Cloth 100m.m 15.83 14.23 
of: Pure cotton 100m.m 9.72 8.26 
Chemical fiber 100m.m 4.26 1.62 
Silk 10,0001 0.92 0.54 
Silk fabric 100m.m 2.40 1.70 
Woolen fabric 10,000m 2317 2554 
Knitting woo! 10,0001 2.54 1.91 
Garment 100m.pe 2.87 1,87 





Notes: t—ton, pc—piece, m.m—million meter, m.pc—million piece 
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SMALL-SCALE ENTERPRISES 


——e Enterprises Employ New Shareholding 
93CE0771A Beijing ZHONGGUO JINGJI TIZHI 
GAIGE [CHINA'S ECONOMIC STRUCTURE 
REFORM] in Chinese 23 Jun 93 p 38 


[Article by Shen Haixiong (1957 3189 7160)} 


[Text] This study of the pilot shareholder system being 
tried in rural enterprises in Zhejiang Province is based 
on solid data and real facts. The shareholder system is 
the inevitable result of social productivity and develop- 
ment of the market economy. It is also the effective 
approach for a rational allocation of resources, for 
improving enterprise structure and changing the way the 
enterprise operates. Consequently, it is receiving real 
support from the people and displaying great vitality. 


With respect to the pilot shareholder system, our guiding 
thought is to conduct a “resolute and orderly trial on a 
somewhat smaller scale to obtain the best results.” As for 
the expectations of the people participating in this pilot 
project, we must support, as well as, guide them, for the 
project to develop along healthy model lines. 


A Vitally New Mechanism 


The shareholder system that appeared in rural enter- 
prises in the early 1980’s in towns and villages of 
Zhejiang Province has become a mode! for various 
localities in the province. According to surveys made, 
there are over 60,000 rural enterprises of various types in 
the province at present, of which 46,000 are peasant 
shareholding cooperatives. The rural shareholding enter- 
prises consist chiefly of the following types: 


1. The shareholding rural collective. In the whole prov- 
ince are more than 80,000 rural collective enterprises. 
When they were first created, they were largely funded 
by peasants pooling their capital resources, with a few 
funded by investments made by the rural collectives. 
From the very beginning, the setup looked like a share- 
holder system. In 1986, county towns in rural Shaoxing, 
Haiyen etc., that were economically active were the 
earliest to promote the shareholding concept in their 
rural collective enterprises, and received permission 
from the provincial CPC and the provincial government 
to set up pilot projects in various localities. That gener- 
ated a strong response. In 1992, shareholding pilot 
projects were set up on the provincial level, in 100 rural 
collectives on a planned and focused basis. At the same 
time, various pilot projects were initiated on the town, 
county, and village levels. At present, the number of pilot 
enterprises in the whole province has exceeded 2000. 


2. The shareholding cooperative. This segment of the 
shareholding system among rural enterprises has the 
most vitality because such cooperatives are born from 
the cottage industry. They are found chiefly in individ- 
ually prosperous areas such as Wenzhou, Taizhou, 
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Lishui, Jinhua, Quzhou etc. In Wenzhou alone are 
23,000 peasant shareholding enterprises with 26,000 
worker participants, which produced goods worth 3.4 
billion yuan in 1991, without a penny of investment 
from the state. On the contrary, the state received 310 
million yuan in taxes. In these peasant shareholding 
cooperative enterprises, the shareholders are the owner- 
operators and workers, and the shares are mcstly 
acquired with cash, though some shares are acquired 
through investment of skills, labor, and equipment or 
facilities. This way, the enterprise can be divorced from 
the “small individual household operation” pattern to 
develop into a “small joint operation enterprise.” At 
present, quite a few of these enterprises have established 
a rather complete set of regulations governing organiza- 
tion structure, the financial systerr etc., and ruies con- 
cerning accumulation and payment of dividends and 
bonuses. 


3. The shareholding Sino-foreign joint venture. The 
requirements for this shareholder model are quite high. 
The rules and regulations governing its structure are its 
most sound segments. Through its attraction of foreign 
capital, technology, and management, this system greatly 
raises the competitiveness of the original rural enter- 
prise. At present, there are almost a thousand of this type 
of jointly capitalized enterprises that employ the share- 
holder concept. 


4. The shareholding horizontally joint operation. Some 
of the enterprises using this system are operated jointly 
with state enterprises or between rural enterprises. At the 
present time, the numbers of joint operations between 
individual towns and villages, and between privately 
owned operatives are continuing to increase. 


The shareholder system in rural enterprises on the town 
and village level are the natural result of a society’s 
productivity and development of a commodity 
economy. It is also the best way to realize the socializa- 
tion of capital assets, and the objective requirement for a 
deeper reform of the rural enterprise. It represents the 
direction rural enterprises take at this stage of develop- 
ment. On the basis of several years of experience, advan- 
tages of the shareholding system may be noted as follows: 


In the first place, it has effectively prevented rural 
collective enterprises from becoming “small national 
operations” and “second-level state operations.” By clar- 
ifying property rights, the shareholder system has been 
able to keep the politics and the enterprise separate. At 
the Hangzhou Ball Bearing Headquarters Plant, the 
earliest enterprise in Zhejiang Province to implement 
the shareholder system, it tried the system out with 
inside shares for workers in 1984. By 1988, because 
initial implementation of the shareholder system was a 
success, four classes of common stock were classified on 
the basis of property relationships. The village govern- 
ment were allotted 36.42 percent of the shares, the 
enterprise as a legal person kept 40.35 percent, society in 
general, as a legal entity, were allotted 7.13 percent, and 
workers at the enterprise were allotted 16.1 percent. This 
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way, even though the plant was considered a rural 
enterprise, it actually became an independent legal 
person, removed from the local village government, and 
as far as the enterprise was concerned, the government 
was only one “shareholder,” and not a “mother-in-law” 
anymore. Because the enterprise could spread its wings, 
it had become the “leader” of all ballbearing manufac- 
turing plants in China. 


Next is broadening the channels for raising capital, and 
strengthening the workers’ sense of ownership to resolve 
the two great “obstacles” to rural enterprise develop- 
ment. One is the problem of inadequate capital. The 
scope of bank credit is limited and rural enterprises 
frequently are not the focus of support. Second is the 
weak attachment workers have to the enterprise, for they 
will chase after jobs wherever the wages are higher. 
Implementation of the shareholder system has effec- 
tively resolved these two problems. 


A third advantage ts straightening out the distribution 
relationship to stimulate the advantageous ccmbination 
of production elements, while strengthening the broad 
regulatory power of the state. After the shareholder 
system has been implemented for rural enterprises, mat- 
ters such as taxation, credit payments, interest reinvest- 
ment and bonus distribution can follow a clearly set 
pattern which effectively overcomes the excessive out- 
lays-over-income pattern and “poor temple but rich 
monk” phenomenon of past years. At the same time, this 
also effects a favorable combination of capital, tech- 
nology, labor, resources, and other production elements 
under the principle of voluntary mutual benefit, while 
stimulating a shareholder participation and merger that 
transcend region, agency, occupation, and ownership 
systems. 


A Matter of Priorities 


The pilot implementation of a shareholder system 
among rural enterprises in Zhejiang Province has led to 
a struggle of priorities—between “giving birth to a baby 
first, or giving it a name before it is born,” a heated 
controversy that has aroused the attention of many. 


From the very beginning, the rural enterprise share- 
holder system, with its comparatively strong rural flavor, 
did not fit the model in several aspects. For example, it 
is common practice in many enterprises to guarantee the 
value of the enterprise share, the distribution of divi- 
dends and bonuses, and the right of shareholders to 
return their shares for restitution. In some enterprises, 
shares are forcibly collected from shareholders who are 
“not very agreeable.”” Such practices are not usually 
tolerated in a properly defined shareholder system. 
Many ecoriomists think that the system should be set up 
along lines of a model first, after which the shareholder 
aspect is developed, implemented first in one enterprise, 
then another, in an orderly sequence. As a result, two 
kinds of choices are placed before people: should the 
model be set up before shareholder development, or 
should shareholder development be set up first, followed 
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by modeling. Some people are referring to this as 
“naming a baby before it is born, or waiting until it is 
born.” As the result, some people have called for waiting 
until the “baby” is born first, to see what kind of baby it 
is before giving it a name. 


The choice of “waiting for the baby to born first before 
giving it a name” is based on actual conditions among 
rural enterprises in Zhejiang Province, and quite prac- 
tical in actual operation. This way, it is not necessary for 
operators of rural eriterprises to concentrate on the 
modeling aspect, or pursue some in vogue formality. As 
the result, it is possible for them to create and imple- 
ment, with some self awareness, a shareholder system 
that is compatible with actual local conditions, selecting 
what one regards as a suitable combina: *n of capital 
and assets and operating style. 


On this matter, some theorists think that the rural 
enterprise that emplovs the shareholder system should 
follow a model. However, such a model must be built up 
gradually, generally during the production process, and if 
the model is not followed, it should just be temporary. 


FOREIGN TRADE, INVESTMENT 


Direct vs. Indirect Intervention in Foreign Trade 
System 


93CE0829A Beijing GUOJI MAOYI [INTERTRADE] 
in Chinese No 139, 15 Jul 93 pp 9-11 


[Article by Liu Xinwei (0491 2450 4539) and Chen 
Wenzhi (7115 2429 1807), Economics and Trade Com- 
mittee of Tangshan City, Hebei Province: “Foreign 
Trade Mechanism Under China’s Market Economy 
System” 


[Text] The goal of reforming China’s economic system is 
to establish socialist market economy mechanisms. 
Starting from this goal, current foreign trade mecha- 
nisms must be greatly reformed. Under the conditions of 
China’s socialist market economic system, foreign trade 
mechanisms generally can be summed up as four aspects 
or four interrelationships, namely, the foreign trade 
indirect administrative control mechanism, autonomous 
operation mechanism, neutral coordinating mechanism 
and legal supervisory mechanism. 


1. Indirect administrative control 


The socialist market economy system determines that 
the state’s administrative controls must be suited to the 
objective needs of the market economy and therefore are 
indirect. Direct state monopolistic control extends even 
to foreign trade, a natural result of a highly centralized 
planned economic system. Direct state control of foreign 
trade is characterized by: 1) fundamental rejection of the 
role of the market and not fully using market economy 
mechanisms to stimulate competition; 2) winning the 
benefits of international trade by seeking the greatest 
“foreign exchange earnings from exports” and the 
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greaiest profit to the state commencing from simple 
adjustment of surpluses and deficiencies rathe r than 
from active participation in the international division of 
labor; three, direct control and guidance over foreign 
trade without calculation of profit or loss or poor 
returns. Practice proves that there are serious repercus- 
sions to direct state control of foreign trade, manifested 
as small scales and slow growth which do not provide 
sufficient force of international market demand for the 
rapidly developing national economy. 


Indirect state control of foreign trade is the exact oppo- 
site of direct control; it must bring into full play the role 
of market mechanisms to stimulate competition and 
enable the market to have a fundamental guiding and 
regulating role in the process of international deploy- 
ment of resources in which state control of foreign trade 
is realized indirectly through market regulation and 
control. Therefore, the characteristics of indirect state 
control of foreign trade are: 1) Acknowledging the 
market as a basically effective means to rationally deploy 
both domestic and foreign resources. Thus, indirect 
foreign trade control must fully utilize market stimu- 
lating competition mechanisms to adjust foreign trade 
activities. 2) The goal sought by indirect control of 
foreign trade is to have the largest international profit. 3) 
Indirect control of foreign trade can promote enterprises’ 
greater international competitiveness. 


It can be seen from the aforementioned that direct state 
control of foreign trade disagrees with general laws of 
market economies while indirect control fully embodies 
and uses laws of market economies, promoting greater 
productivity and comprehensive national power. Then, 
how can an indirect foreign trade administrative mech- 
anism be created according to market economy demands 
under China’s preliminary stage of socialist economic 
development in which the market economy system still 
is not fully developed or perfected? We authors believe 
that creation of such a mechanism requires clarification 
of the following points and adoption of corresponding 
measures: 


A) Foreign trade growth plans must be based on guid- 
ance from statistical analysis and economic forecasting 
determined by domestic and international market 
changes themselves. Foreign trade growth plans man- 
dated by the subjective ideals of those who transmit 
them and based on assessments by various levels of 
officials and enterprise leaders entirely violate market 
economy laws. 


B) Engaging in foreign trade is an innate right of enter- 
prises. The right to engage in foreign trade ultimately is 
a right to autonomously operate an enterprise. Under 
market economy conditions, once an enterprise comes 
into existence it should have such an innate right. The 
currently used administrative examination and approval 
method of bestowing on enterprises the right to engage in 
imports and exports in actual theory takes “merging of 
the state and the enterprise” as a theoretical premise and 
denies that “enterprises are the mainstay of the market.” 
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A similar problem exists in the area of the state’s 
examination and approval of foreign trade enterprise 
operations. In sum, under the conditions of a market 
economy, what do enterprises do (produce)? How do 
they do it (produce)? How much do they do (produce)? 
The answers to all of these questions are determined by 
market changes; they are not affairs of state. 


C) Use market competition mechanisms to control 
import and export permits and quotas. Under planned 
economy conditions, the state directly controls and allo- 
cates permits and quotas premised on denial or acknowl- 
edgement that officials possess the proper social ethics, 
sufficient economic knowledge and profound actual 
work methods and therefore will not create unequal 
competition between enterprises or official corruption. 
If there already is an “underground market” in import- 
export permits and quotas, it is better if the state 
publically admits the commodity nature of these items 
and undertakes public bids for their sale to increase 
income to the state as well as simplifying and legalizing 
their control. Similar methods should be adopted for 
central government foreign exchange imports and 
exports and government procured purchases, having 
public bidding to select agents and promote state control 
and adherence to economic laws. 


D) Enterprises owned by the state, collectives, individ- 
uals and foreign investors all are equal legal bodies under 
market economy conditions. The state should create 
conditions for “autonomous foreign trade and equal 
competition in capturing the international market” and 
have control according to the pattern of “registration 
according to regulations, taxes paid according to law, 
and investigation and punishment of violators.” 


E) The overall demand for establishing an indirect 
administrative foreign trade control mechanism tallies 
with market economy laws, with state trade norms and 
with GATT. It avoids subjective whims, daydreams and 
distortions. 


In sum, the current foreign trade administrative control 
mechanism basically is a continuation of the direct 
control pattern created under plann ed economy condi- 
tions. It already is unsuited to the new needs of socialist 
economic reality. Therefore, it is imperative to reform 
and perfect the foreign trade administrative control 
mechanism and establish an indirect administrative for- 
eign trade control mechanism suited to the needs of a 
market economy. 


2. Autonomous operation mechanism 


An indirect administrative foreign trade control mecha- 
nism is the basis of the autonomous operation mecha- 
nism. Establishing such a mechanism for foreign trade 
enterprises now shouid start from the needs of a market 
economy to organically integrate conditions within 
enterprises and the external environment and coordinate 
actions. Only then can we establish the main position of 
enterprises in the market. 
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Under market economy conditions, the status of enter- 
prises as main actors in the market needs no proof, thus 
their autonomy is unquestioned. However, the authors 
believe that the following points should be grasped in 
determining how to create an autonomous foreign trade 
mechanism for China, which is in the process of trans- 
forming from a planned economy to a market economy: 


A) Administrative control sectors must return autonomy 
over foreign trade to enterprises according to the sepa- 
rate principles of rights of ownership and operation. 
Thus they will truly establish the status of foreign trade 
enterprises as major players in the international and 
domestic markets. 


B) According to the demands of the market economy, 
reform and perfect the organizational structure of for- 
eign trade enterprises, coordinating their rights, interests 
and respo nsibilities, and establish a mechanism for 
independent responsibility for profit and loss as soon as 
possible. Based on economies of scale and the different 
characteristics of foreign trade enterprises, contract bid- 
ding, leased operations, transformation to a share- 
holding system, or creation of enterprise collectives 
could be among the various forms of enterprise systems 
chosen to create the conditions to make enterprises enter 
the main battlefield of the market economy. 


C) Abolish the foreign exchange distributed returns 
system of export enterprises and set up an export cus- 
toms tax system. The former system is a form of uncom- 
pensated allocation and transfer which actually uses 
official exchange rates and adjusts foreign exchange 
price differences to create state income similar to levying 
export customs taxes. Therefore, to simplify control we 
should abolish the foreign exchange distributed returns 
system and establish a unified export customs tax system 
based on a unified adjusted foreign exchange market. 
When the state needs foreign exchange it can buy it 
directly from the foreign exchange market using customs 
tax income, thereby using market mechanisms to adjust 
relationships between the state and foreign trade enter- 
prises and make state control and enterprise behavior 
simpler, more scientific and rational. In sum, the state, 
enterprises and individuals who need foreign exchange 
must get it through the market. This alone is suited to the 
needs and laws of the market economy. 


D) Use market mechanisms to adjust currency prices 
and establish a floating exchange rate mechanism to 
attain free exchange of renminbi. Exchange rates are the 
most important economic pillar of foreign trade activi- 
ties. Under the planned economic system used for so 
long, China consistently utilized fixed exchange rates. 
Following socialist market economy development, this is 
no longer suited to the needs of cost calculation by 
foreign trade enterprises. In particular, while there are 
fixed exchange rates, they actually create a black market 
for foreign exchange. Moreover, they are unsuited to 
getting the floating exchange rate mechanism on track, a 
factor under the conditions of the international 
economy. This affects foreign trade enterprises’ positive 
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and active participation in international market compe- 
tition. To a certain extent, using a foreign exchange 
distribution of returns system distorts China’s exchange 
rates with RMB-foreign exchange rates overe stimated as 
the natural outcome. Therefore, under market economy 
conditions, we must use market mechanisms to deter- 
mine exchange rates, promote a system of floating 
exchange rates as is common internationally, put 
domestic and foreign currency markets on track and 
have free exchange of RMB, and push creation of mech- 
anisms for foreign trade enterprises to transfer opera- 
tions and have autonomous responsibility tor profit and 
loss. 


E) Reform the fiscal tax revenue system, divide profits 
and taxes, strengthen foreign trade enterprises’ autono- 
mous responsibility for profit and loss. 


At present, foreign trade enterprises have local piece- 
meal contracts which is in response to piecemeal nation- 
wide fiscal contracts. Such a contract mechanism is a 
medium adjustment of interest relationships among the 
state, localities and enterprises rather than a funda- 
mental reform. It has created short-term behavior by 
local governments and foreign trade compan:es. Locali- 
ties are closed up and there is a rush to buy and 
competition to sell. Great volumes of valuable resources 
are wasted, all of which prevents the formation of a 
unified domestic market. Considered overall, piecemeal 
contracts are unsuited to the needs of a socialist market 
economy. Separate profits and taxes and a partial tax 
system are the aims of reforming the fiscal tax system 
under market economy conditions. Therefore, piecemeal 
foreign trade contracts must be replaced by a system of 
separate profits and taxes. In this way, after a foreign 
trade enterprise realizes a profit on the basis of autono- 
mous operation, it separately pays taxes and profits on 
state-owned asseets. The remainder stays with the enter- 
prise as profit. Implementing this system can enhance 
the mechanisms of stimulation, restraint and autonomy 
over profit and loss for foreign trade enterprises. It also 
will be the best allocation of resources. 


3. Neutral coordinating mechanism 


A neutral coordinating mechanism is a bridge linking the 
indirect state administrative control mechanism and an 
enterprise’s autonomous operation mechanism. Under 
conditions of a planned economy and unified nation- 
wide responsibility for profit and loss, a foreign trade 
enterprise’s neutral coordinating mechanism actually is 
the responsibility of national administrative organs and 
foreign trade companies which are of an administrative 
nature. Therefore, under such conditions, to a large 
degree, the neutral coordination of these enterprises is a 
kind of administrative action. Such actions not only 
cannot create internal pressure and motive force for 
various foreign trade enterprises, but it also cannot 
create effective international market competition. 
Under the situation of China’s gradually developing and 
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being perfected socialist market economy, we must 
establish, reform and perfect a neutral coordinating 
mechanism for foreign trade enterprises and enhance 
their competitiveness on the international market. 


In establishing a neutral foreign trade coordinating 
mechanism suited to socialist market economy needs, we 
should clarify and stress the following points: 


A) The holder of a neutral coordinating mechanism still 
is the import and export chamber of commerce orga- 
nized along trade lines. Such a mechanism is “one body 
of officials and people.” It is the outcome of the com- 
modity market economy’s development to a certain 
stage. It also tallies with the needs of international trade 
practices. 


B) The main function of a neutral coordinating mecha- 
nism is to coordinate prices on import and export 
commodities to preserve healthy cocrdination of the 
state’s entire foreign trade operations. 


C) Another important function is to coordinate finance, 
transport and insurance which are closely related to 
international trade and ensure smooth development of 
imports and exports. Surrounding the establishment of a 
new socialist market economy system, international 
finance, insurance and transport systems and commer- 
cial information exchange systems are undergoing pro- 
found changes. International exchange and competition 
iS more intense each dav. Therefore, a foreign trade 
enterprise neutral coordinating mechanism also should 
be adapted to this new situation and be well coordinated 
with businesses relevant to import and export commod- 
ities so that allocation of foreign trade interests is more 
rational and standardized to ensure that foreign trade 
enterprises can more actively and reliably enter the 
international market and promote the development of 
international trade. 


D) A neutral coordinating mechanism also should be 
brought onto the legal track. It must be suited to the 
needs of a socialist market economy to establish and perf 
ect its authority. Its authority must be manifested as 1) it 
must have morals and economic punishments stricter 
than the government for enterprises which “break the 
rules.” The chamber of commerce must act as a referee 
on the “commercial sports arena,” adopting entirely 
drastic measures against enterprises which act contrary 
to commercial morals or the law to ensure that the 
““commercial sports arena” operates according to stipu- 
lated order and needs. 2) It must have stronger motives 
and protection of business interests than the government 
or enterprises. The highest aim and decisive motive of a 
neutral coordinating mechanism is to seek and protect 
the greatest interests of businesses. A chamber of com- 
merce has the right to coordinate and handle in a 
reasonable, beneficial and economical manner those 
who obstruct, minimize or destroy the greatest interests 
of business in order to protect the greatest interests of the 
entire trade. 
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4. Legal supervisory mechanism 


To a large degree, a market economy is a legal economy. 
Under market economy conditions, a legal supervisory 
mechanism over foreign trade means fully using the arms 
of the law to legally supervise administrative control 
organizations and foreign trade enterprises as well as 
neutral coordinating organizations with regard to foreign 
trade to make their establishment, operation and termi- 
nation according to the law and ensure the healthy and 
orderly operation of the market economy and foreign 
trade. 


At present, because the socialist market economy still is 
in the preliminary stage of development, for a long time 
China’s foreign trade has been under state monopoly. 
Thus, the legal supervisory mechanism has been in the 
objectively incomplete and imperfect. In line with 
market economy development, and the creation and 
coexistence of various forms of ownership and oper.ting 
styles, the former legal supervisory mechanism cannot 
equally treat each market competitor. Thus there has 
been un equal competition which thwarts the develop- 
ment of a socialist market economy and productivity. 
Therefore, we must promote, e stablish and perfect a new 
order for the socialist market economy. We must accel- 
erate the pace of foreign trade legislation according to 
the needs of developing a market economy, enhance the 
legal supervisory mechanism, ensure the foreign trade 
system is reformed and put on track in a stable transition 
according to the needs of a market economy to promote 
faster development of foreign trade. 


In accelerating the establishment and perfection of a 
foreign trade legal supervisory mechanism, we should 
stress the following points: 


A) Accelerate work on the foreign trade legal system and 
establish laws and regulations suited to market standards 
for foreign trade. Establish and perfect “foreign trade 
laws” as the core of foreign trade law and a system of 
laws and regulations. We should implement common 
laws of market competition according to the needs of 
market economy regulations, strive to have scientific 
and complete laws to ensure the effective operation of 
the foreign trade legal supervisory system and promote 
and perfect foreign trade operating order. 


B) Foreign trade legislation must implement the prin- 
ciple of “equal competition.” “Commodities and mar- 
kets” are naturally equal; the foreign trade legal supervi- 
sory system also should equally treat each riarket 
competitor. Therefore, foreign trade legislation must 
embody the market economy spirit of “equal competi- 
tion” and truly create legal system conditions for foreign 
trade enterprises to compete equally. All enterprises are 
legal bodies, whether state-owned, collective, private or 
foreign-invested. Foreign trade legislation should create 
the necessary legal environment for equal competition 
among differen? forms of ownership. 
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C) While stressing the emergence of “foreign trade laws,” 
we also must stress formulation of complementary “anti- 
dumping laws,” “anti-monopoly laws” and “fair busi- 
ness laws.”” We must put the foreign trade legal supervi- 
sory mechanism on a standardized and scientific track 
according to the needs of a market economy and GATT 
as weil as international trade practices. 


D) The fairness principle of the legal supervisory mech- 
anism also must embody equal treatment of administra- 
tive organizations, market actors and intermediary coor- 
dinating organizations. It must put all foreign trade 
activity under legal supervision to ensure foreign trade 
administration, coordination and operation accord with 
the regulations of a market economy. 


In sum, the foreign trade mechani sms under China’s 
socialist market economy are an organic systhesis of 
“four big planks”: an indirect administrative control 
mechanism, an autonomous operation mechanism, a 
neutral coordinating mechanism and a legal supervisory 
mechanism. They all are important links in the foreign 
trade chain. If any link is missing, the market normalcy 
of foreign trade operations cannot be assured. 


Foreign Trade Reform in a Socialist Market 
Economy 


93CE0830A Beijing GUOJI MAOYI [INTERTRADE] 
in Chinese No 138, 15 Jun 93 pp 32-34, No 139, 
15 Jul 93 pp 12-15 


[Article in three installments by Qiang Yongchang (1730 
3057 2490), World Economy Department, Shanghai 
Fudan University: Reform of the Foreign Trade Macro- 
economic Control System (Part 2)}—Reform of the 
Administrative System] 


{15 Jun pp 32-34] 


[Text] By administrative system is meant the govern- 
ment’s authoritative organs and their operating 
methods. It is here that the economic system and the 
political system come together. As a government organ, 
the Ministry of Foreign Trade and Economic Coopera- 
tion [MOFTEC] exercises macroeconomic regulation 
and control over the country’s foreign trade. It is an 
important part of the departmental administrative 
system. Nevertheless, the setting of a socialist market 
economy reform orientation poses new demands on 
China’s foreign trade administrative system. It requires 
that the administrative decisions of economic and trade 
agencies at all levels be more scientific, that their imple- 
mentation be better coordinated and more effective, and 
that the honesty and industriousness of administrative 
personnel be ensured. It requires matching the super- 
structure of economic and trade agencies to the eco- 
nomic foundation; and it requires that the country’s 
foreign economic relations and trade system move 
toward the adoption of international trade standards and 
reliance on a market economy. Realization of these goals 
requires reform of the existing functions, administrative 
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methods, organizational structure, and personnel system 
of foreign trade administrative organs. 


1. Reform of Foreign Trade Administrative Functions 


Under the traditional foreign trade system, administra- 
tion included everything from the formulation of policy 
and strategic planning to enterprise operating methods 
and the system of labor employment. This all- 
encompassing administrative system caused an accom- 
panying inflation of personnel. In the end, foreign trade 
administration organs became overstaffed, and work 
efficiency was low. In addition, enterprise operating 
flexibility was seriously restricted, thereby depriving 
enterprises of needed authority. Despite very great 
improvements after more than a decade of reform, the 
current situation suggests that certain past errors in the 
definition of administrative functions and reform of the 
administrative system continue to exist. For example, 
some comrades suppose that invigorating enterprises 
and improving economic returns requires wholesale del- 
egation of authority to local governments and enter- 
prises, allowing the market to regulate enterprises’ every 
activity, etc. I deem such a view too extreme. This is 
because state regulation of the economy is not only 
necessitated by the shortcomings of markets, but it is 
also the inevitable result of the socialization of produc- 
tion, and it is an important requirement for further 
development of social productivity. Today, when the 
country’s market economy mechanism has not yet taken 
shape, when the self-organization and self-restraint capa- 
bilities of foreign trade enterprises are not very strong, 
and when frictions and conflicts of interests constantly 
occur in the course of rapid changes in society, macro- 
economic policy guidance and coordination by the 
leading foreign trade organizations is needed to ensure 
the orderly development of foreign trade and economic 
activities and the rational development and use of 
resources in society. Therefore, during the period when 
the national economy is changing from one system to 
another and reform of the foreign tarde system is in 
transition, the resuit of mindlessly calling for the author- 
ities in charge to exceed themselves in the delegation of 
authority when no scientific limits on administrative 
functions have been set will be to hamper socioeconomic 
development, thereby causing new difficulties for socio- 
economic activities. The first signs of these problems in 
China’s economy and society have already appeared. 


1. The improper level-by-level delegation of macroeco- 
nomic control authority has produced a diffusion of 
macroeconomic control. In particular, the splitting up of 
fiscal contracting and credit funds have led to the 
emergence of greatly strengthened interest groups for a 
resultant serious situation of domestic market fragmen- 
tation and the rise of economic royalty. This situation 
poses numerous obstacles for China’s foreign trade 
enterprises to develop a needed cooperative division of 
labor based on relative interests, and the fostering of 
“hot” foreign trade enterprises in China based on the 
laws of value and market choices. 


JPRS-CAR-93-077 
20 October 1993 


2. Excessive delegation of authority can weaken the 
macroeconomic regulation functions of the trade sector 
making effective macroeconomic regulation difficult, 
and the standardization of regulatory policies difficult as 
well. The diffusion of macroeconomic control during 
past delegations of authority resulted in the regulatory 
system working at cross purposes, each agency going its 
own way. This weakened the guiding role of overall 
macroeconomic policy, which gave rise to unequal com- 
petition among foreign trade enterprises in different 
areas that distorted enterprise behavior and market 
functions. Thus the ability to forecast and regulate was 
lost in some regards. The lack of separation between 
state-owned assets ownership rights and operating rights, 
and the integration of government socioeconomic func- 
tions with state-owned assets ownership functions have 
produced a blurring of responsibilities among economic 
control entities, ownership entities, and operating enti- 
ties. Thus, in providing direction, economic and trade 
units either interfere in enterprises’ business in their role 
as representatives of ownership rights, or they submerge 
their ownership function in the exercise of their foreign 
trade economic control function, neglecting to maintain 
and increase the value of state-owned assets. This results 
in enterprises lacking a self-restraint mechanism. 


In addition, in the use of administrative control 
methods, the incompleteness of the market system, the 
inability to make a smooth changeover between eco- 
nomic levers and plan regulation, the inability to find 
suitable guidance plan methods and the resultant point- 
lessness of such methods all show the need for proper 
exercise of government’s administrative control role. 


In short, during the period of transition in foreign trade 
system reform, the state’s administrative role cannot be 
ignored. Excessive weakening of administrative 
authority will have substantial side effects on the devel- 
opment of the country’s foreign trade. Of course, this is 
not to say that we have to take the old road of the past in 
the administration of foreign trade. It is only to say that 
before delegating authority, attention must be paid to 
what is going on in the trade sector and in the overall 
socio-economic situation. It is necessary to define clearly 
the purview of foreign trade administrative functions in 
current circumstances. Powers that should be delegated 
should be delegated without hesitation. Where condi- 
tions are not yet ripe, either conditions must be created 
or the time must be awaited when conditions are ripe for 
a further delegation of authority. In no case should 
action be taken with undue haste. Therefore, the 
problem that we must solve now is how to define 
accurately the limits of foreign trade administrative 
functions. In this connection, I feel that reforms related 
to the foreign trade administrative system must both 
help the leading foreign trade department exercise its 
macroeconomic control functions and also meets the 
needs of the socialist market economy. This means that 
the state’s economic functions in controlling foreign 
trade may be capsulized as follows: First, is the drawing 
up foreign trade development strategy and plans, coor- 
dinating China’s foreign economic relations and trade 








JPRS-CAR-93-077 
20 October 1993 


activities with needs for development of the entire 
national economy. Second is drawing up of plans and 
policies for the development of foreign trade, macroeco- 
nomically regulating the orientation of development of 
the country’s foreign economic relations and trade. 
Third is the formulation of foreign trade laws, plans, and 
needed administrative regulations, thereby stabilizing 
and making more transparent government’s policies and 
plans for the regulation of foreign trade. Fourth is the 
Organization of market surveys and forecasting, col- 

i ing, processing, and publishing economic 
and trade information to provide services to enterprises 
in the form of consulting and guidance, etc. 


2. Reform of Foreign Trade Administrative Methods 


By administrative methods is meant organizational 
coordination, using the leading trade organization’s 
intended channels and methods. How well these chan- 
nels and methods are selected, and whether the channels 
themselves are “unclogged” will have a direct bearing on 
macroeconomic control results. Under the previous tra- 
ditional economic model, the administrative methods of 
the country’s foreign trade sector consisted mostly of 
direct administrative decrees, i.e., the use of command- 
style plans for direct intervention in departmental eco- 
nomic activity and the allocation of resources. However, 
whenever these administrative methods were used, 
because of government failures, such as inability to take 
into full account a multitude of economic variables, and 
the lack of conditions for scientific decisionmaking, they 
were of limited use in controlling government organiza- 
tion actions. Frequently, they resulted in command-style 
plans being at variance with realities, making attainment 
of anticipated goals impossible. Thus, resources were 
wasted and efficiency was low. More than a decade of 
foreign trade system reform has produced very great 
changes in the country’s foreign trade administrative 
methods. In the importation realm, except for 11 com- 
modities, all others have been placed under other than 
command-style plan regulation. In the export realm, 
command-style plans have been completely abolished. 
Some command-style plan guidelines have been set only 
to meet national economic construction needs and needs 
in the microeconomy of the country. Examples include 
export quota guidelines and foreign exchange conversion 
cost guidelines. Clearly, with the steady development of 
foreign trade system reform in the direction of a market 
economy, the administrative control methods of the 
leading foreign trade unit are more greatly expressed in 
the use of guidance plans and the market regulation 
mechanism for indirect regulation and control of both 
the export and import trade. The pluralization of admin- 
istrative methods is both a result of China’s foreign trade 
system reform, and an important manifestation of the 
need for governmen* administrative control methods 
during the period of transition of foreign trade from one 
system to another. The full use of economic and legal 
levels as methods of government administrative control 
awaits changes in the external climate. 
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Now, in order to perfect administrative control methods 
during the period of transition in reform of the foreign 
trade system, and in order to move ahead actively 
toward the internationalization and standardization of 
methods, we should focus on work in the following 
several regards: 


1. Building and perfection of a scientific decisionmaking 
system to improve results obtained from administrative 
methods. Until such time as foreign trade administrative 
methods have fully changed, operating results from both 
plan regulation methods and from indirect regulation 
methods mostly in the form of economic and legal means 
will be determined by the effectiveness of decisionmak- 
ing. This means that before the leading foreign trade 
department begins macroeconomic regulation and con- 
trol, it must use the theories and methods that modern 
science provides. It must work out various reliable 
guidelines by using the full available data, and analyzing 
and studying complex economic, technical and social 
factors in order to ensure the scientific accuracy of 
alternative plans offered for selection. Doing this first 
requires perfection of the decision-making process. The 
decision-making process includes the following four 
stages: analysis of problems and formulation of specific 
goals; surveys and forecasts to set objectives; assessment 
and evaluation to determine programs; and activation of 
plans with repeated revisions. Every part of these four 
stages is indispensable to scientific and rational decision- 
making. 


Second is establishment of a decisionmaking staff orga- 
nization. The supreme decisionmaker for foreign trade 
administration should set up a highly intelligent staff 
group, and organize a foreign trade decision-making 
advisory organization from among the public at large. It 
should recruit some influential and capable experts and 
scholars to take part in providing staff consultation 
services for administrative decisionmaking, and to vali- 
date scientifically all plans as a means of improving the 
scientificness and feasibility of macroeconomic admin- 
istrative decisions. 


Finally, better information management. The decision- 
making process is actually one of timely acquisition, 
processing, and use of information. Therefore, we should 
improve information management, linking together our 
own as well as global information sources to form a 
resources-sharing and information-compatible system. 
We should also improve the completeness and accuracy 
of statistical data as a basis for gradual commercializa- 
tion of information. 


2. Improvement of the system for exercising administra- 
tive control over foreign trade to increase the authorita- 
tiveness of macroeconomic administration. If 
MOFTEC’s administrative policies are to be executed 
correctly, rapidly, and effectively, the following prob- 
lems must be watched. First is straightening out relations 
between the central government and Iccal governments 
to improve MOFTEC’s ability to regulate and control 
macroeconomically the development of foreign trade, 
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thereby improving the effectiveness and authoritative- 
ness of macroeconomic regulation and control. Second is 
a separation of government departments’ economic con- 
trol functions and their function as owners of state- 
owned assets, as well as correct evaluation of the state- 
owned assets of foreign trade enterprises, and definition 
of foreign trade enterprises’ equity relationships to set 
the stage for foreign trade enterprises’ reform and trans- 
formation of their operating mechanisms. Third is 
improvement of foreign trade laws and regulations. This 
entails setting up and perfecting foreign trade laws to put 
macroeconomic administration on a legal footing, and to 
create a fine legal climate for the establishment of a 
market economy-style new foreign trade system, and 
regularized foreign trade enterprise operation, all activ- 
ities having a legal basis and laws to follow. Fourth is 
improvement of indirect regulation and control channels 
to do a good job of changing from the old to the new 
system. Indirect regulation and control methods are an 
important integral market of administration in a 
socialist market economy. With the transformation of 
the foreign trade system into a market-style system, its 
administrative functioning depends increasingly on indi- 
rect regulation and control methods, and the effective 
operation of this indirect regulation and control requires 
improvement of channels. Therefore, during this transi- 
tion period, we must actively strive to improve the 
foreign trade taxation system, the finance credit system, 
and the price system, which are channels for indirect 
control, for early change from the old to the new foreign 
trade system. 


3. Improvement of the foreign trade administration 
supervisory system to improve administrative efficiency. 
Administrative supervision provides important support 
for standardizing administration and making it more 
effective. It is also an important integral part of foreign 
trade administration. Improvement of the country’s for- 
eign trade sector’s administrative supervision system 
should be consistent with needs for reform of the foreign 
trade system. Since relations between government 
departments at higher and lower levels in the traditional 
administrative system have not been clarified during the 
transition period, we must also actively improve the 
external administration system while strengthening 
internal supervision. However, in the process of con- 
ducting internal administrative supervision, we must 
make sure that its role does not exceed the limits of 
administrative functions. We must avoid taking the 
former road of no separation of government administra- 
tion and enterprise management, meddling in everything 
administratively. 


Once central government and local government admin- 
istrative relations with foreign trade enterprises have 
been straightened out, the administrative supervision 
system should be made one in which the external super- 
vision system is dominant, the position and role of legal 
supervision and supervision by social groups (such as 
chambers of commerce) and public opinion increasing. 
Under external supervision, foreign trade enterprises 
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should ultimately conduct activities consciously 
according to international trade standards. 


3. Reform of the Foreign Trade Administrative 
Organization Mechanism 


The size of the organizational mechanism, which is the 
main entity in administrative control, depends largely on 
economic development needs and the range of adminis- 
trative functions. With development of the national 
economy and intensification of reform and opening to 
the outside world, the role and position of the market 
system in socioeconomic development steadily 
increases. The function of government in administering 
the economy will tend toward high level strategic control 
and structural coordination, while microeconomic oper- 
ation and competition in commodities among enter- 
prises will be left to the market mechanism. In this sense, 
the effect of economic development on the range of 
economic functions and the scale of organization will be 
the same, namely that the more the economy develops 
and the more the commodity economy thrives, the wider 
the role of the market mechanism will become. Thus, the 
scale of government control of the economy will become 
correspondingly limited, and the administrative control 
organization mechanism will also undergo readjustment 
and reform as the internal economic situation changes. 


Foreign trade administration is a branch of the admin- 
istrative system for the entire society and economy. Its 
size and structure will also be limited by requirements 
for China’s development of foreign trade and the scale of 
its own functions. Therefore, the foreign trade adminis- 
trative mechanism should also be adjusted in tandem 
with reform of the foreign trade system. This readjust- 
ment or reform should follow the principle of separation 
of government administration and enterprise manage- 
ment, moving in the direction of “small organization but 
large service.” Specifically, problems in the following 
regards should receive attention. 


1. Perfection of the foreign trade administration organi- 
zational system to improve policy efficiency. Currently, 
China’s foreign trade administration mechanism’s orga- 
nizational system consists of MOFTEC in the leading 
position, with separate vertically organized economic 
and trade commissions (or departments), foreign eco- 
nomic commissions, and foreign economic sections (or 
offices). These branches and sub-branches exist at all 
levels of provincial, city (or prefecture), and county 
government to form a complex system in which higher 
and lower levels are linked and overlap. The advantage 
of this system of organization of foreign trade adminis- 
tration is as follows: It helps government units supervise 
and regulate the activities of foreign trade enterprises at 
all levels. Its shortcoming is that because of the many 
levels of administrative control and the influence of local 
interests on local governments, implementation of appli- 
cable MOFTEC policies may be delayed and distorted, 
thereby weakening the macroeconomic regulation and 
control effectiveness of the principal foreign trade 
department. Therefore, I believe that once the interest 
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relationships between the central government and local 
governments have been straightened out, reform of the 
foreign trade administrative mechanism should be done 
by enhancing the supervisory functions of administra- 
tive departments and reducing the layers of administra- 
tive control. This would enable foreign trade enterprises 
to get out from under numerous levels of subordination 
to become economic entities that make their own oper- 
ating decisions and are responsible for their own profits 
and losses. 


2. Simplification of organizations to improve adminis- 
trative performance. The inflation of government orga- 
nizations and overstaffing is a prominent problems that 
administrative units are facing today. Foreign trade 
administrative units are no exception. Solution to this 
problem requires simplification of the existing foreign 
trade administrative mechanism and personnel, 
reducing the size of organizations. Specific positions 
having specific duties should be the rule that is followed 
in the staffing of organizations in order to overcome the 
lack of clarity in administration and the specific duties of 
persennel for an improvement of work efficiency. 


3. Establishment and amplification of the service func- 
tions of administrative organizations to advance the 
functional transformation of administrative organs. 
“Small organization and much service” is the goal of 
reform of China’s foreign trade administrative mecha- 
nism. Realization of this goal requires that administra- 
tive organs at all levels in the foreign economic relations 
and trade sector set up and amplify consulting service 
functions, providing foreign trade enterprises with 
detailed and accurate information and complete con- 
sulting services to promote development of foreign 
trade. However, the establishment and amplification of 
these service functions should be founded on a stream- 
lining of administrative organizations and transforma- 
tion of administrative functions rather than on a further 
expansion of the size of existing administrative organs. 


4. Reform of the Foreign Trade Personnel 
Administration System 


Personnel management is an important part of foreign 
trade administration. It includes the appointment and 
dismissal of cadres at all levels and both guidelines for 
every unit’s assignment of personne! and regulation of 
their personnel structure. As is commonly known, people 
are the main players in economic life. Socioeconomic 
development depends to a very great extent on the 
caliber of personnel and how good the system is for the 
use of personnel. However, the existing foreign trade 
personnel administrative system 1s a fairly long way from 
meeting the needs of a socialist market economy. Thus, 
as the socioeconomic system changes, we must readjust 
commensurately the country’s existing foreign trade per- 
sonnel administrative system. 


1. Reform of the cadre appointment and dismissal 
system. Leaders are the nucleus of a government unit or 
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an enterprises. Their caliber directly affects an enter- 
prises’ operating results or a government agency's work 
efficiency. Therefore, perfection of the cadre appoint- 
ment and dismissal system is an important aspect of 
improving government control of foreign trade and 
economic relations. In this connection, improvement of 
the foreign trade sector’s cadre appointment and dis- 
missal system requires doing at least the following two 
things: First is setting up a fluid mechanism for moving 
up and moving down in the appointment and dismissal 
of cadres. By a fluid mechanism whereby cadres can 
move up or down is meant use of competition for 
positions in selecting foreign trade administrative cadres 
at all levels in the cadre appointment and dismissal 
process, the incompetent or the mediocre being elimi- 
nated through dismissal. Such a cadre appointment and 
dismissal system is necessary for the establishment of a 
leadership level competition mechanism that improves 
the caliber and ability of leaders. It helps overcome the 
traditional conservative thinking under the traditional 
cadre appointment and dismissal system of “no seeking 
excellence, only seeking to make no mistakes.” It helps 
stir the zeal of foreign trade administrative cadres at all 
levels and advances smooth reform of the foreign trade 
system. Of course, during the process of reforming the 
appointment and dismissal system, associated tasks 
must also be done, such as greater transformation of 
ideological concepts so that people have a correct per- 
ception of and attitude about cadres moving up and 
down. In addition, a system for the free movement of 
personnel across industrial and regional lines must also 
be set up. (The point to be emphasized here is that such 
flow should be the personal desire of the persons dis- 
missed and not an organization-arranged lateral trans- 
fer). Such a system would avoid psychological obstacles 
when a correct attitude about the upward and downward 
movement of cadres has not taken shape, with conse- 
quent noncooperation of colleagues. Second is the set- 
ting of political standards in competition for a position. 
Competition for positions helps attract “wise cadres” 
from all over. It improves the caliber of leading cadres 
and shapes a competition mechanism for leadership. It 
enables people who have both expertise, leadership 
skills, and ability to move into leadership positions. 
However, to ensure smooth reform and opening to the 
outside world, and to ensure stability of the socialist 
political system, leading cadres must meet certain polit- 
ical requirements, namely, they must possess the ideo- 
logical traits for adhering to the four basic principles. 
Therefore, the setting of political standards is a prereq- 
uisite in leading cadres competition for positions. Only 
when both the leadership and political credentials are 
present can foreign trade cadre appointment and dis- 
missal system reform goals be attained. 


2. Reform of the system for assigning personnel. 
Improvement of the system for assigning personnel has a 
direct bearing on the optimum allocation of labo 

resources. Aithough more than a decade of foreign | 


° 








32 ECONOMIC 


system reform has produced a certain amount of flexi- 
bility in units at all levels and in foreign trade enter- 
prises, since the country’s population burden is exces- 
sive, and the social security system is not complete, 
China’s present system for assigning personnel is still a 
rather long way from meeting requirements of a socialist 
market economy. Therefore, elimination of this distance 
and optimizing the allocation of labor resources requires 
work in the following two regards. 


A) Establishment of a government department and 
enterprise staff member and worker system. Administra- 
tive units at all levels should be given hiring and firing 
authority as a means of stirring staff member and worker 
interest. Once an enterprise staff member and worker 
system is in place, the foreign trade enterprise staffing 
system should be abolished, enterprises themselves being 
allowed to decide how many workers they need for 
production and development, enterprises authority over 
manpower, financial, and material resources, responsi- 
bilities, authority, and benefits being linked. 


B) Setting up a coordination system that integrates the 
government department and enterprise staff member 
and worker system, such a system to include the fol- 
lowing: First is the founding of a social security system to 
provide steady support for the livelihood of the tempo- 
rarily unemployed, thereby stabilizing the social order 
and helping enterprises with their burdens. Second is 
fostering, developing, and perfecting labor markets for a 
widening of employment channels. Third is improve- 
ment of conditions for a free flow of labor, thereby 
creating an external environment for competitive 
employment, optimization of the allocatjon of labor 
resources, and institution of a government department 
and enterprise staff member and worker system. Fourth 
is more adult education and employment training to 
improve re-employment opportunities for personnel 
who have lost their positions, etc. 


In short, while following the principle of separation of 
government administration and enterprise management, 
reform of the foreign trade administrative system should 
re-define government control of foreign trade and eco- 
nomic functions, establishing a foreign trade administra- 
tion operating system that meets market economy 
requirements and is highly effective. Only by so doing 
can the effectiveness of the main foreign trade depart- 
ment’s regulation of foreign trade and its own operating 
efficiency be improved to an appreciable extent, can the 
prestige of the main foreign trade department be 
increased, and impetus be given to the internationaliza- 
tion and normalization of the existing foreign trade 
administrative system. 


{15 Jul 93 pp 12-15] 


[Text] The financial sector is the key sector in the 
national economic system. Through various financiai 
and credit relationships, it is closely linked to all sectors 
and all industries in the national economy. It is the 
powerhouse driving national economic development, 
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and it is also an effective indirect means of macroeco- 
nomic regulation and control that balances and coordi- 
nates the benign operation of the entire national eco- 
nomic system. Consequently. perfection of the financial 
system is a prerequisite for the intensification of foreign 
trade reform and the standardization of foreign trade 
practices. In order to highlight the correlation between 
macroeconomic financial control and perfection of the 
foreign trade system as a means of simplifying study of 
the problem, while assuming that the effect of foreign- 
trade elated genera! commercial financing activity (such 
as banks ordinary loan business) on foreign trade system 
reform is a constant, the author will analyze only 
financing for policy reasons, the foreign exchange con- 
trol system, and the exchange rate system, which are 
related in major ways to the macroeconomic financial 
control of foreign trade. 


1. Separation of Financing for Policy Reasons To Boost 
Effectiveness of Macroeconomic Financial Support 


By so-called financing for policy reasons is meant the 
financial support for policy reasons that government 
provides foreign trade enterprises in order to implement 
industrial policies and realize economic development 
plans. Since such support plays an extremely important 
role in the development of a country’s foreign trade and 
the optimization of the commodities it produces, after 
the war, it steadily increased as international market 
competition became more intense, and more and more 
of the trade in export goods came to consist of finished 
goods and large whole plants. This role of financing for 
policy reasons stems primarily from the way it is struc- 
tured and its function. Structurally, financing for policy 
reasons usually includes long-term research and devel- 
opment credit, export credit, credit guarantees, and 
International Monetary Fund [IMF] or foreign govern- 
ment credit transfer loans and control. Functionally, 
medium and long-term credit helps improve China’s 
comparative foreign trade advantage. It is well known 
that transformation of a country’s export commodity 
structure depends on a transformation of its domestic 
industrial structure. Although manufactures account for 
approximately 80 percent of China’s current export 
commodity structure, most of these manufactures are 
still of the low level, labor-intensive kind. This export 
commodity structure will continue to meet China’s need 
for high speed development of foreign trade during the 
short run. For the long term, however, only an upgrading 
of China’s industrial structure and a widening of the 
export of technology-intensive exports can meet changes 
in international market competition and foreign trade’s 
need for long-term, steady grewth. This is also the only 
way to obtain the maximum comparative benefit from 
foreign trade. However, during readjustment of the 
industrial structure and changing of the product mix, 
technology-intensive products generally require a long 
development period, great risks, and high initial costs. 
These attributes themselves require special financial 
support. Therefore, the existence and development of 
financing for policy reasons helps provide medium and 











JPRS-CAR-93-077 
20 October 1993 


long term discounted and low interest credit and mixed 
loans for production concerns, particularly for enter- 
prises that produce electromechanical products and 
complete plants. It plays a role in promoting an 
upgrading of the domestic industrial structure and in 
optimizing the make-up of export goods. 


Second, export loans help increase the competitiveness 
of Chinese goods in international markets. As the make- 
up of world trade commodities becomes more sophisti- 
cated, international competition in electromechanical 
products and complete plants becomes ever more 
intense. As a form of financing for policy reasons, export 
credits have become a stimulus that all countries use to 
promote this kind of commodity trade. Practice shows 
that without export credit support, it is very difficult for 
a country to gain a competitive edge in the export of 
electromechanical products and whole plants. In China, 
as the percentage of trade electromechanical products 
increases sharply, a marked decrease in the amount and 
strict conditions for the receipt of the special credit funds 
formerly available for the export of electromechanical 
products and whole plants have become very apparent. 
This is extremely detrimental to the further optimization 
of China’s export goods structure and maintenance of 
the steady growth of foreign trade. For example, in 
competition with Pakistan’s textile machinery market, 
the Shanghai No. 2 textile machinery plant lost out to 
Japan because of the shortage of export credit. 


Next, credit guarantees help change the commercial 
financing climate of foreign trade enterprises and the 
implementation of macroeconomic regulation policies. 
In the export field, as foreign trade enterprises interna- 
tionalize their business, and the make-up of export 
commodities becomes more sophisticated, export credit 
guarantees provide effective support for direct foreign 
investment, for the export of electromechanical products 
or whole plants, and for the raising of capital. In the 
import field, the importation of technology and equip- 
ment is an important way to accelerate revamping of the 
industrial structure to promote economic development. 
Moreover, import credit guarantees not only help imple- 
ment policies for dealing with countries on their own 
merits, but also are useful in helping importers raise 
money and borrow abroad. 


Finally, it helps increase the funds utilization rate for 
credit transfers and management of IMF and foreign 
government credit funds. Practice shows that the 
“uncoupled” credit transfers of IMF or foreign govern- 
ment credit funds are necessary to improve funds utili- 
zation efficiency. This is because they can change the 
position, role, and risks of credit transfer units, and 
increase their concern about projects. Furthermore, the 
contractual earnest money and counterpart funds that 
IMF or foreign government loans require must be pro- 
vided from inside China. Therefore, rolling up interna- 
tional financing or foreign government loans into 
financing of a policy nature, placing it under control of a 
single department helps avoid a waste of credit or low 
efficiency from the use of credit resulting from the 
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specialized banks’ failure to understand or their holding 
of different views about projects. 


In short, establishment and expansion of the scale of 
financing of a policy nature in China is an important 
means of better regulating and controlling macroeco- 
nomic financing. It is also an important way in which to 
stimulate the transformation of China's foreign trade 
system toward a market economy. However, in order to 
ensure standardization of foreign trade macroeconomic 
financing regulation and control, and to improve the 
accuracy, completeness, and effectiveness of its regula- 
tion, financing of a policy nature and ordinary commer- 
cial financing must be further separated. Designated 
banks should handle and administer financing of a 
policy nature. This is because, first, if the same banks 
handle both financing of a policy nature and commercial 
financing, a blurring of concepts might result that could 
lead to other countries doubting the consistency of 
China’s foreign trade macroeconomic financial regula- 
tion and control policies. However, separation of gov- 
ernment administration and enterprise management 
could bring into line with international practice China’s 
financial support of foreign trade for policy reasons. In 
western nations, use of financing for policy reasons to 
support the development of one’s own foreign trade is 
widely practiced. At the same time, it could enable China 
to bring its financing of foreign trade for policy reasons 
into line with GATT’s internationally standard require- 
ments. This is because Article 18 of GATT clearly 
stipulates that “in order to implement economic devel- 
opment plans and policies whose goal is to raise the 
people’s general standard of living, these signatory 
nations may have to adopt protective measures or other 
measures affecting imports.” However, the policy 
financing that China provides foreign trade enterprises is 
coupled with industrial plans. It is a kind of financial 
support adopted to “realize economic development 
plans” and “to improve the general standard of living of 
the people.” Very clearly, it coincides with GATT’s 
international trade standards. 


Second, the separation of policy financing helps improve 
the effectiveness of China’s foreign trade macroeco- 
nomic financial regulation and control. As the present 
economic system reform goes into high gear and the 
financial system is gradually making a transition toward 
a market economy, policy financing and commercial 
financing by the same financial institution would not 
only impair the financial institution’s market competi- 
tiveness, but would also impair the precision, thorough- 
ness and effectiveness of policy financing to support 
foreign trade enterprises. However, the separation of 
policy financing could avoid problems with the commer- 
cial financing business putting the squeeze on policy 
financing funds when policy financing and enterprise 
business objectives clash in an institution that handles 
both commercial financing and financing for policy 
purposes. In addition, structural readjustments within 
separated policy financing can better facilitate improve- 
ment of the accuracy and effectiveness of the macroeco- 
nomic regulation of foreign trade. 
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Third, the separation of policy financing helps intensify 
foreign trade system reform and promotes greater 
exports. The new round of the contract management 
responsibility system inaugurated on | January 1991 
canceled state fiscal subsidies, moving foreign trade 
enterprises toward taking responsibility for their own 
profits and losses. However, because of the frequent 
fluctuation of international market prices and the as yet 
incompletely straightened out domestic price system, 
China’s foreign trade enterprises face greater risks in 
international markets than the same kinds of enterprises 
in developed nations. Therefore, the separation of policy 
financing business can not only lighten the burdens of 
financial institutions, increase their market competitive- 
ness, and widen financial servicing of exports, but also 
provide financial support to ‘xport enterprises to 
increase their ability to bear risus and improve their 
ability to adapt for an expansion of commodity exports. 


To summarize the foregoing, the separation of policy 
financing, making designated banks responsible for run- 
ning it and controlling it, could not only effectively 
exercise the role of macroeconomic financing measures 
in regulating foreign trade, but also would help stan- 
dardize China’s foreign trade macroeconomic financial 
regulation and control measures, and spur the foreign 
trade administrative system to move toward a market 
economy. 


2. Reform of the Foreign Exchange Control System and 
Standardization of Foreign Trade Macroeconomic 
Financial Control 


Although the foreign exchange control system that has 
been used in China for a long time has played a 
positive role in increasing results from the macroeco- 
nomic control of foreign trade, and has promoted 
development of the national economy, during the 
current process of steady intensification of foreign 
trade system reform and the change to a market 
economy, such a highly centralized and rather heavily, 
administratively tinged foreign exchange control 
system shows more and more problems. First of all, it 
is not in keeping with the indirectness of macroeco- 
nomic regulation methods that the building of a 
market economy requires. Second, it runs counter to 
the requirements for China’s international trade 
system that international trade prescribes. Thus, it 
raises doubts on the part of GATT signatories about 
restoring China’s legal seat in that organization. 
Although we can solve these problems in the short run 
through applicable provisions of the IMF and GATT, 
the building of a socialist market economy itself sug- 
gests that abolition of the existing foreign exchange 
retention system and the founding of a foreign 
exchange market is an important component part of 
the perfection of China’s foreign exchange control 
system and the regularization of foreign trade macro- 
economic financial regulation and control. 


1. Abolition of the foreign exchange retention system 
and regularization of foreign exchange control. The 
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foreign exchange retention system was a transitional 
measure adopted to ease the problem faced under the 
traditional planned economy of enterprises not receiving 
a foreign exchange benefit commensurate with their 
foreign exchange earnings from exports. This retention 
system played a positive role to a certain extent, but if 
China is to bring its foreign trading system in line with 
the international trading system and begin to build a 
market economy-type new foreign trade model, we will 
have to abolish the foreign exchange retention system 
and regularize the foreign exchange control system. 


Specifics for the elimination of foreign exchange reten- 
tion and regularization of foreign exchange control 
include the following: (1) Use of general international 
practices to prescribe in legal form that all foreign trade 
enterprises must turn over to the central government a 
certain percentage of their foreign exchange earnings; (2) 
after the distribution of foreign trade enterprises’ surplus 
earnings on the basis of the amount of investment, 
further distribution should be made through taxation. 
the direct participation of governments at all levels in 
foreign exchange retention abolished; (3) enterprises 
should themselves decide, on the basis of operating 
needs, how best to use their ultimately retained profits. 
Enterprises should be permitted the full right to choose 
the assets they own; (4) the foreign exchange that gov- 
ernments at all levels need should be purchased directly 
from foreign exchange markets at the daily market price: 
(5) Everything else being equal, all foreign exchange 
suppliers should give priority to government foreign 
exchange procurement needs. However, people might be 
concerned as to whether government use of foreign 
exchange could be assured under this policy, and 
whether government participation in market activity 
might unbalance foreign exchange supply and demand. 
The author feels such fears are unnecessary for the 
following reasons: 


Once a regularized foreign exchange control system has 
been adopted for foreign exchange earnings, the govern- 
ment can ensure that its foreign exchange needs are met 
through four separate foreign exchange sources. First is a 
certain amount of foreign exchange earnings it obtains 
under the law; second is a certain percentage of enter- 
prise profits it obtains as an owner of enterprise assets; 
third is a certain amount of foreign exchange obtained 
through taxation; and fourth is a certain amount of 
foreign exchange obtained through market procurement 
to make up any shortfall from the other three sources of 
foreign exchange. It must be further explained here that 
the third source of foreign exchange, namely the foreign 
exchange obtained through taxation, comes from the use 
of foreign exchange to offset taxes. By so-called use of 
foreign exchange to offset taxes is meant that the various 
kinds of business income of foreign owned enterprises is 
first converted to renminbi by the state after which a 
percentage of every yuan renminbi must be paid in 
foreign exchange to the central government or local 
governments. For example, 10 percent of each renminbi 
is to be paid to the state in American dollars. When the 
rate of exchange between the American dollar and the 
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renminbi is 1:5.70, foreign trade enterprises must pay to 
the central government or local governments $0.10 for 
every 0.57 yuan renminbi. Alternatively, the enterprise 
may use $0.10 of its foreign exchange earnings to offset 
payment of its income taxes. Obviously, such a method 
of using foreign exchange to offset taxes can become not 
only a source of foreign exchange for the government, 
but it can also stimulate enterprises to make a conscious 
effort to expand their export foreign exchange earnings 
now that foreign trade has been decontrolled. Because of 
the complete uncoupling of government nd enterprise 
use of foreign exchange that this reform envisions, 
governments will be freed from meeting enterprises’ 
needs for foreign exchange for various imports under the 
traditional system. This will mean a great saving in 
government spending of foreign exchange, and thus a 
balancing of government’s own foreign exchange supply 
and demand. 


As for the relationship between foreign exchange market 
supply and demand, reform of the foreign exchange 
control system will change not only the foreign exchange 
supply structure of the former planned system, but the 
foreign exchange demand structure as well. In the foreign 
exchange supply area, the integration of responsibilities, 
rights, and returns in foreign trade enterprises that stems 
from reform of the foreign exchange control system will 
stir foreign trade enterprises’ interest in doing business. 
_At the same time, the rigidity of the obligation to pay 
taxes in foreign exchange that the policy of using foreign 
exchange to offset tax payments imposes on enterprises 
will effectively spur foreign trade enterprises’ efforts to 
earn foreign exchange through exports. In addition, since 
reform of the foreign exchange control system permits an 
increase in foreign trade enterprise foreign exchange 
holdings, the foreign exchange market’s supply capa- 
bility will increase. On the foreign exchange demand 
side, because of the complete uncoupling of government 
and businesses in the use of foreign exchange that stems 
from reform of the foreign exchange control system, 
enterprises’ returns from the use of foreign exchange will 
increase and low efficient and waste is the use of foreign 
exchange will decrease, thereby lowering the intensity of 
foreign exchange market demand. Furthermore, the 
reduction government burdens regarding the use of 
foreign exchange resulting from the uncoupling of gov- 
ernment and enterprise use of foreign exchange may 
enable gos *rnment itself to seek balance between foreign 
exchange : apply and demand. Even short of government 
being unable to achieve foreign exchange balance, its 
self-regulation capabilities, which are greater than those 
of enterprises and individuals, should enable it to chose 
the right time to enter the market on the basis of an 
exchange plan, thereby creating an intense increase in 
market demand and the setting off of intense market 
fluctuation. Therefore, in this sense, reform of the for- 
eign exchange control system will not lead to serious 
imbalance in market supply and demand. 


2. Perfection of foreign exchange markets to amplify 
channels for macroeconomic financial regulation and 
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control. Foreign exchange markets are an important 
integral part of the channels for macroeconomic finan- 
cial regulation and control, and they are also a prerequi- 
site for the above mentioned foreign exchange control 
system reform. China’s present foreign exchange mar- 
kets were set up in connection with the former foreign 
exchange control system for the purpose of making 
foreign exchange retention play a role in stirring enter- 
prises’ interest in exporting to earn foreign exchange. 
Neither the scale of their business nor their methods of 
control can meet requirements of the above mentioned 
foreign exchange control system reform and the market 
economy. Therefore, reform and improvement of the 
existing foreign exchange markets are an overall neces- 
sity for the intensification of foreign trade system reform 
and for improvement of results from foreign trade mac- 
roeconomic financial regulation and control. 


Specifics for improving foreign exchange markets 
include the following: In the range of business activity, 
a change from quota trading [edu jiaoyi] to spot 
exchange trading; a change from trading only in the 
U.S. dollar to trading in many different currencies; and 
a change from spot foreign exchange transactions to 
spot, futures, and options foreign exchange trading. In 
control methods, foreign exchange markets should be 
made a part of other financial markets, administrative 
control changed to price control and legal control, 
price control used to regulate market supply and 
demand, and legal control regularizing business oper- 
ations and the market order. The ultimate goal to be 
achieved is the diversification of foreign exchange 
market business activity and regularization of control 
methods to bring domestic foreign exchange markets 
fully into line with international markets. 


The goal of perfecting foreign exchange markets’ to bring 
about reform of the foreign exchange control system and 
the intensification of foreign trade system reform hold 
important significance. First of all, perfection of foreign 
exchange markets lays a foundation for reform of the 
country’s foreign exchange control system. Second, per- 
fection of foreign exchange markets sets the stage for the 
regularization of foreign trade macroeconomic financial 
regulation and control. Third, perfection of foreign 
exchange markets helps quicken the turnover of foreign 
exchange funds for an improvement of the foreign 
exchange utilization rate. Finally, perfection of foreign 
exchange markets helps improve enterprises’s ability to 
bear market risks. 


3. Reform of the Exchange Rate System for 
Regularization of the Foreign Trade System 


Foreign exchange rates are an important indirect means 
of macroeconomic financial regulation of foreign trade, 
and reform of the existing double exchange rate is an 
important part of regularizing China’s foreign trade. 
Despite the positive role that the double exchange rate 
system has played since its inauguration in 1981, so long 
as government and enterprises’ sources of foreign 
exchange are not completely uncoupled, a situation 
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results that is detrimental to enterprise cost accounting 
and equal competition. Consequently, the country’s for- 
eign exchange utilization efficiency and the allocation of 
resources cannot be easily optimized. In addition, the 
subsidization of foreign trade enterprises that stems 
from this double exchange rate runs counter to the need 
to regularize international trade. For example, the “IMF 
Agreement” explicitly forbids member nations from 
using discriminatory exchange rate arrangements or 
multiple exchange rate systems (Article 8). Article 15 of 
GATT also explicitly provides that “signatory nations 
may not use foreign exchange actions to obstruct realiza- 
tion of the intent of the provisions of this agreement...” 
Therefore, in the process of establishing a socialist 
market economy and regularizing China’s foreign trade 
system, merging of the double exchange rates and regu- 
larizing the exchange rate system have become an impor- 
tant integral part of the perfection of the foreign trade 
macroeconomic financial control system. 


Merging of the renminbi exchange rates requires a 
rational exchange rate formation mechanism and a fine 
external climate. In the building of an exchange rate 
formation mechanism, China has always used artificial 
calculations in an effort to arrive at a rational renminbi 
exchange rate, but practice shcws this to be relatively 
difficult. Therefore, the author believes that a basic 
exchange rate for deciding a merger of the renminbi 
exchange rates can only be found by balancing supply 
and demand on a regularized foreign exchange market. 
Doing this requires widening the scale of trading on 
existing foreign exchange markets, perfecting the foreign 
exchange market operating mechanism, and standard- 
izing foreign exchange market trading regulations and 
control methods, As for the external climate, foreign 
exchange reserves that are in good shape and the climate 
for economic development are important prerequisites 
for merging the renminbi exchange rates. In recent years, 
China’s sustained, high-speed economic growth, and the 
dramatic increase in foreign exchange reserves have, to a 
certain extent, created the conditions for reform of the 
renminbi foreign exchange system. Therefore, the main 
problem regarding the renminbi exchange rates merger 
today is earliest possible perfection of the country’s 
foreign exchange markets to bring forth a rational 
exchange rate formation mechanism. 





Table 1. Export Costs in Terms of Foreign Exchange and 
Exchange Rate Changes in Shanghai, 1986-1990. Units: 
Renminbi/Dollars 
Particulars 1986 1987 1988 1989 1990 


Export Costs in Terms of 4.00 4.13 4.41 4.84 5.19 
Foreign Exchange 


Official Exchange Rate 3.46 3.72 3.72 3.72 4.81 





























Note: (1) Exchange costs calculated from the ratio between export 
volume and export procurement; (2) the official rate of exchange is the 
middle rate for the annual average exchange rate: (3) the source of 
data is Chinese Economic Statistics Yearbook, 1991, and Shanghai 
Economic Statistics Yearbook, 1991. 
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In the view of the author, the way to handle the merger 
of renminbi exchange rates is not to make frequent tiny 
adjustments once a rational renminbi exchange rate 
formation mechanism has been perfected, but rather to 
merge the rates in one fell swoop. This is because, from 
a theoretical standpoint, too frequent exchange rate 
adjustments both increase people’s psychological expec- 
tations about renminbi devaluation, thereby causing the 
renminbi market exchange rate to rise as the official rate 
falls. The degree of rise may exceed the degree of fall in 
the official rate under certain circumstances, thereby 
widening the existing exchange rate gap. Furthermore, it 
may spur a ratcheting upward of domestic prices, 
thereby hampering the climate for development of the 
domestic economy and weakening the impetus of a fall 
in the exchange rate on increasing exports. In addition, 
the nominal protection rate for the protection of 
domestic markets is made up of both tariff rates and the 
renminbi exchange rate, i.e., import duties = the cost, 
insurance, and freight (in foreign currency) x the 
exchange rate (the renminbi foreign exchange buying 
and selling middle rate) x the import tariff rate. Once 
China’s seat in GATT is restored, the degree of protec- 
tion that tariff rates provide will be greatly reduced 
requiring a fall in the renminbi rate of exchange to 
co1pensate. However, the amount of decline in the 
rev, “nbi rate of exchange resulting from small and 
frequent readjustments of the renminbi exchange rate 
will not only not make up for the fall in tariff rates, but 
the steady rise in domestic prices will further cancel out 
the restraint of imports that the fall in the exchange rate 
occasions. Realities suggest that small downward adjust- 
ments of the renminbi cannot satisfy the need to 
improve export trade conditions. Take Shanghai, for 
example. Although the renminbi rate of exchange rela- 
tive to the U.S. dollar fell from 3.46 to 4.81 between 
1986 and 1990 in an average annual 8.6 percent decline, 
it did not effectively improve export trade conditions. 
Each year export foreign exchange costs were higher than 
the official renminbi exchange rate, export foreign 
exchange costs advancing further from the former 4 yuan 
renminbi to 5.19 yuan, or a net increase of 1.19 yuan. 
Therefore, small and very frequent exchange rate adjust- 
ments have very little significance for the improvement 
of China’s export trade conditions; instead, foreign 
exchange adjustments on a large scale should be made. 
At the same time, a comparison of the official and 
market price of the renminbi relative to the U.S. dollar 
shows a difference of only around 40 percent. Even if a 
one shot merger of exchange rates were to be made, the 
amount by which the renminbi would be devalued would 
be much smaller than the 62 percent devaluation of the 
Taiwan dollar when Taiwan unified exchange rates. 
Therefore, now that China’s foreign exchange reserves 
are in good shape, and its export commodity make up ts 
steadily improving, so long as we use a foreign exchange 
average fund for active intervention, the merging of the 
two renminbi exchange rates in one fell swoop is entirely 
possible. Of course, once the renminbi exchange rates 
have been merged, a period of market readjustment will 
be necessary before a rational and stable rate is reached. 
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However, this readjustment process will come about 
through the spontaneous role of the market and indirect 
intervention by the central government, which is consis- 
tent with the regularization of international trade. 


In summary, the exchange rate system is the key in the 
process of regularizing China’s macroeconomic financial 
regulation of foreign trade. The foreign exchange control 
system and financing of a policy nature are conditions. 
Only when these three main elements are perfected 
simultaneously can China’s foreign trade macroeco- 
nomic financial control system finally disect market 
regulation and contro! and become regularized. 


AGRICULTURE 


Henan Vice Governor Urges No IOU’s for 
Summer Crops 


93CE0839A Zhengzhou HENAN RIBAO in Chinese 
4 Aug 93 p! 


[Article by Xiao Zhenhua: “Provincial CPC Committee 
and Provincial Government Call for Efforts To Raise 
Funds and Issue No IOU’s in Purchasing Farm and 
Sideline Products’’] 


[Text] On 3 August, the Henan Provincial CPC Com- 
mittee and the provincial government held a province- 
wide telephone conference on purchasing farm and side- 
line products. It called on various localities and relevant 
departments to resolutely adopt measures to tap all their 
financial resources, and ensure that funds are available 
on time and that no IOU’s be issued to peasants for the 
purchase of farm and sideline products. 


Attending the conference were provincial-level party and 
government leaders Li Changchun, Ma Zhongchen, 
Zhong Lisheng, Fan Qinchen, Li Chengyu and Zhu 
Shuquan. A decision made by the provincial government 
was read at the conference to commend the 1993 
advanced units in purchasing summer crops. Luohe and 
other three cities under the direct administration of the 
province, Yexian and other 13 counties and cities, and 
Xindian Township in Xinzheng County and other 32 
townships were cited for their excellent work in this 
connection. 


The telephone conference was presided over by Vice 
Governor Fan Qinchen. Vice Governor Li Chengyu 
reported on the situation in producing and purchasing 
summer crops in Henan this year, and on the arrange- 
ments made for the purchase of farm and sideline 
products during the second half of 1993. 


Li Chengyu said that Henan reaped a good harvest of 
summer crops this year. Its total output reached 18.44 
billion kg, marking an increase of 1.74 billion kg and 
creating the highest record in history. Particularly the 
per-mu yield of wheat reached 250 kg, a breakthrough 
in Henan’s history in the production of summer crops. 
While task in purchasing summer crops was arduous 
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and there was a shortage of funds in the province this 
year, Henan was still able to cztry out the work of 
purchasing summer crops quite well, thanks to the 
strenuous efforts made by all the departments con- 
cerned. As of the end of July, a total of 3.1 billion kg of 
summer crops was purchased, accounting for 99.1 


percent of the target. 


Li Chengyu said that autumn is the season when most 
of Henan’s farm and sideline products are being pur- 
chased. The amount of grain crops, cotton, oil-bearing 
crops and tobacco is fairly large. Due to the shortage of 
funds in the province at present, it is hard to raise 
funds to purchase these products. The situation is 
relatively grim in purchasing farm and sideline prod- 
ucts in the fall. Various localities must realize this 
situation, face difficulties squarely, and <0 all out to 
carry out their work well. 


Li Chengyu pointed out that efforts must be made to 
earnestly implement the various policies in purchasing 
farm and sideline products. 


1. It is necessary to implement the price policy. Efforts 
must be made to grade the various products and refiain 
from paying lower prices for products of higher grades. 
Negotiated prices for the purchase of grain crops must 
be periodically readjusted according to the market 
price. When the market grain price is low, the grain 
purchasing department must purchase grain at the 
protective price, help peasants overcome “difficulties 
in selling grain,” and prevent the low grain price from 
hurting peasants. 


2. It is imperative to implement the policy of awarding 
those who sell grain and cotton to the state. The 
provincial government has decided to live up to its 
promise to give chemical fertilizer to peasants who sell 
summer crops to the state. Right now, there are still 
flaws in awarding those who sell grain with chemical 
fertilizer and those who sell grain and cotton with 
diesel oil. The problem still exists in helping peasants 
cash their coupons and get the chemical fertilizer or 
diesel oil they need. The supply and marketing coop- 
eratives at all levels and the various petroleum compa- 
nies must increase their supplies of chemical fertilizer 
and diesel so that peasants may exchange their cou- 
pons in their hands for the chemical fertilizer and 
diesel oil they need as soon as possible. 


3. It is necessary to strictly enforce the policy of settling 
the account with the peasant household which sells farm 
and sideline products. This is an important measure in 
protecting peasants’ interests. In settling accounts with 
peasants, the various grain, supply and marketing and 
tobacco departments must firmly act in accordance with 
the regulations of the provincial government and settle 
the account with the peasant family which sells its farm 
and sideline products. They must not deduct any amount 
from the purchasing price for any other department. 











38 ECONOMIC 


4. It is essential to correctly implement the policy for 
purchasing and marketing farm and sideline products. 
The grain department must persistently open up the 
market; encourage businesses to operate through various 
channels; and urge peasants to help speed up grain 
circulation. All cotton contracted for sale to the state 
must be sold to the supply and marketing cooperatives in 
an unified manner. The state still has exclusive rights to 
ouy and sell tobacco. With the exception of the tobacco 
department, no one else has the right to do business in 
this connection. 


Various relative departments must closely coordinate 
with and support each other. The purchase of farm and 
sideline products is an important issue of policy. It 
deals with a wide range of subjects. Time is pressing 
and the task heavy. All relevant departments must 
closely coordinate with and support each other. The 
financial, banking, industrial and commercial, com- 
modity price, technical supervisory and public security 
departments must perform their duties and fulfill their 
responsibilities well, and carry out their work well. The 
grain and tobacco purchasing departments and the 
supply and marketing cooperatives must scrupulously 
discharge their duties, render their services well and 
make things convenient for peasants to sell their farm 
and sideline products. 


In his speech, Governor Ma Zhongchen pointed out that 
the various departments in different localities must 
maintain the same vigor in raising funds for the pur- 
chasing of summer crops to raise money for the purchase 
of grain crops in the fall. When the overall account is 
added up in the province, peasants can only pay what 
they need to pay with the money they get by filling the 
state purchase order for summer grain. Whether or not 
peasants can increase their income mainly depends on 
whether or not they can get cash by selling their cotton, 


tobacco and oil-bearing crops at negotiated price. It may . 


be said that not issuing IOU’s to peasants for purchasing 
farm and sideline products in the fall will not only affect 
the peasants’ immediate interests but also determine 
whether or not agricultural production can be steadily 
developed. We must increase our sense of responsibility 
and urgency, and list this as an important task in our 
daily agenda. 


Li Changchun, Secretary of the provincial CPC com- 
mittee, made a concluding speech at the conference. He 
said that the purchase of farm and sideline products 
involves a major issue of whether or not the party’s rural 
policies can be implemented or not. It is also an 
extremely pressing task. The key to developing economy 
in the whole province is to promote county-level 
economy, and the central task in promoting county-level 
economy is to develop the rural economy. In order to 
strengthen the party’s leadership in doing rural work, it is 
most important to implement the party’s various rural 
policies. This is the most important task of the party 
Organizations at all levels, particularly those at and 
below the county level. They must pay full attention to 
performing this task. Right now, it is most important to 
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reduce the peasants’ burdens and issue no IOU’s in 
purchasing farm and sideline products. In tackling the 
major issue on which the party central committee had 
handed down repeated injunctions, the cadres at all 
levels must demonstrate a high sense of political aware- 
ness, and carry out their task well in purchasing fall crops 
as they did in purchasing summer grain. 


Most Farm Product Prices Up During 1993 


93CE0850A Beijing NONGMIN RIBAO in Chinese 
25 Aug 93 p 2 


[Article by Wang Xiaohong (3769 2556 4767): “Agricul- 
tural and Sideline Products Procurement Prices Soar”’] 


[Text] A State Statistical Bureau survey shows 
increased liveliness in agricultural and sideline prod- 
ucts procurement during the first half of 1993, prices of 
all agricultural and sideline products rallying. This 
propelled an 8.1 percent rise over the same period last 
year in the overall agricultural and sideline products 
procurement price level, including a 5.5 percent rise 
during the first quarter and a 10.5 percent rise during 
the second quarter. 


Of the 11 major agricultural and sideline products sur- 
veyed, procurement prices rose for all except silkworm 
cocoon natural silk, which fell slightly. Procurement 
prices of bamboo poles, industrial paint, fresh and dried 
vegetables, condiments, native sideline products, and 
aquatic products rose more than 10 percent over the 
same period in 1992. 


Grain Procurement Prices Soar; Poultry and Livestock 
Product Procurement Prices Strong 


The state basically decontrolled all summer grain pro- 
curement and sale prices in 1993. This, plus the reduced 
grain output resulting from natural disasters in some 
areas, caused a second quarter 10.8 percent rise in grain 
procurement prices over the same period in 1992, prices 
rising a cumulative 9 percent during the first half of the 
year. Eighteen of the 21 kinds of grain surveyed showed 
a price rise over the same period in 1992. Decreased 
output and brisk demand for lesser grains such as corn, 
sorghum, soybeans, and mung beans caused prices to 
soar by as much as 45.9 percent. Prices of wheat and 
paddy increased by 2.4 - 6.3 percent over the same 
period in 1992. 


For the first time, grain prices were higher in the south 
than in the north. In 14 of the nation’s 25 provinces and 
autonomous regions, second quarter grain prices showed 
a double digit rise, the greatest increases occuring mostly 
in southern provinces such as Zhejiang (28.1 percent), 
Guangdong (20.5) percent, Guangxi (18.5 percent), and 
Guizhou (18.9 percent). The main reasons were as fol- 
lows: First was a substantial decrease in the summer 
grain crop in these areas, which caused a grain shortage; 
second was grain dealing by many people, jacking up of 
prices, and panic buying in the wake of grain price 
decontrol. The only place where grain prices fell was 
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Qinghai (-7.6 percent), mostly because of the poor 
quality of wheat, the main kind of grain it produces; the 
wheat’s low flour out-turn rate, and the sticky dough it 
produces. Except for fixed procurement for sales orders 
and fixed contract procurement, procurement units 
bought little of it or refused to buy it at all. 


During the first half of the year, poultry and livestock 
procurement prices rose 9.1 percent over the same 
period in 1992. This included a 9.5 percent increase 
during the first quarter. During the second quarter, the 
price declined to 8.8 percent over the same period in 
1992, mostly because of a fairly sharp fall in goat prices. 
Live hog procurement prices remained strong, rising 8.2 
percent in the first quarter and 8.3 percent in the second 
quarter. This was attributable mostly to the rise in 
livestock feed prices following the decontrol of grain 
prices, costs driving the hog price rise. In addition, 
consumption did not decline and exports increased, 
demand pulling the price rise. In 12 of the country’s 
provinces and autonomous regions, live hog procure- 
ment prices rose more than 10 percent. This included 
Guangdong, Guangxi, Guizhou, Yunnan, and Xinjiang 
provinces where live hog procurement prices increased 
between 23.3 and 62.1 percent. In Hebei, Shanxi, Inner 
Mongolia, and Zhejiang, hog prices fell. 


Cash Crop Procurement Prices Begin To Rally 


Cash crop procurement prices, which have declined 
steadily since the first quarter of 1992, staged a major 
rally during the second quarter of 1993, rising 9.8 
percent over the same period in 1992 and rising a 
cumulative 2 percent for the first half of the year. This 
included a rapid rise in prices of vegetable oil and 
oil-bearing crops, which shot up 18.6 percent over the 
same period in 1992 during the second quarter. The 
rise was largely attributable to the spring drought, 
which reduced output during the spring of 1993 in the 
main peanut growing areas. In addition was the poor 
procurement and sales of oil-bearing crops, and the 
skid in prices during the past two years, which caused 
peasants to reduce their rapeseed growing acreage in 
1993. Furthermore, state supplies in storage also fell! 
sharply causing a shortage of supply. Procurement 
prices rose by a respective 24.4, 38.6, and 22.2 percent. 
Cotton quality was relatively low because of the nat- 
ural disasters of 1992. Procurement prices continued 
to languish in a trough, falling 3.7 percent during the 
first half of the year from the same period in 1992. 
However, because of the great reduction in the area 
sown to cotton in 1993, which may cause a shortage of 
supply, evidence of a procurement price rally has 
already appeared. During the second quarter, the pro- 
curement price fell only 0.1 percent over the same 
period in 1992. Sugar-bearing crop prices fell sharply, 
falling 10.7 percent over the same period in 1992 
during the first half of 1993. The fall stemmed mostly 
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from a drop in sugarcane quality, sugar mills lowering 
their procurement prices in consequence. Hemp and 
tobacco prices remained fairly steady, but tea procure- 
ment prices rose 11.8 percent in response to brisk 
demand. 


Native Produce Prices Soar; Silkworm Cocoon Natural 
Silk Prices Slightly Off 


Buying and selling was brisk for most native products 
and aquatic products, trading was brisk, and prices 
continued to rise, increasing during the first half of 1993 
by 19.2 and 20.9 percent respectively over the same 
period in 1992. Prices of bamboo poles, dried and fresh 
fruits, dried and fresh vegetables, and condiments con- 
tinued to rise between 7.1 and 13.1 percent over the 
same period in 1992. Cocoon silk prices rallied, but fell 
0.2 percent from the same period in 1992. 


Because of the severe “triangular debt” problem, a 
shortage of funds in grassroots level procurement units, 
and fairly large inventories, the market for Chinese 
medicinal materials was sluggish during the first half of 
1993, prices of some varieties falling sharply. First 
quarter medicinal materials procurement prices rose 6.4 
percent over the same period in 1992, but slid to 5 
percent above the same period in 1992 during the second 
quarter of 1993. During the first half of the year, prices 
increased by an average 0.2 percent over the same period 
in. 1992. 


Shandong Rural Saving Deposits 


94CE0007@Q Beijing NONGMIN RIBAO in Chinese 
9 Oct 93 p I 


[Summary] As of 30 September, rura! savings in Shan- 
dong Province totaled 50.55 billion yuan, an increase of 
5.752 billion yuan over the beginning of the year. By the 
end of September, agricultural banks and credit cooper- 
atives had allocated 68.8 billion yuan in loans, an 
increase of 4 billion yuan over the beginning of the year. 


Hunan Hog Prices To Increase 


94CE0007S Changsha HUNAN RIBAO in Chinese 
12 Oct 93 p 2 


[Summary] In the fourth quarter, hog prices are expected 
to increase because demand has increased in other 
provinces. In particular, Sichuan hog output has 
declined, which is the main supplier of hogs and pork to 
Guangdong, thus Hunan hog shipments will increase. In 
the fourth quarter, the procurement price will increase 
from 197 yuan per 50 kilograms in the first half of the 
year to about 200 yuan, the retail price will increase from 
3.04 yuan per 500 grams to 3.1 yuan, and in large cities 
the retail price of skinless, boneless pork will rise to 
about 3.8 yuan per 500 grams. 
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Hunan Cotton Area, Output 


94CE0007R Changsha HUNAN RIBAO in Chinese 
12 Oct 93 p 2 


[Summary] This year the cotton area in Hunan Province 
is 2.8 million mu, an increase of 300,000 mu, or 12 
percent over 1992; and output may reach 4.8 million 
dan, a 19 percent increase. Because there is a shortage of 
cotton in the domestic market, Hunan expects to expand 
its market. The provincial government has decided that 
supply and marketing departments will continue to 
monopolize management and procurement of cotton. 
Hunan cotton farmers should reap profits this year. 


Shanghai Wheat, Rapeseed Procurement 
94CE0007N Shanghai XINWEN BAO in Chinese 
10 Aug 93 p 1 ) 


[Summary] As of 5 August, Shanghai had procured 
161,930,000 kilograms of wheat, and 82.6 million kilo- 
grams of rapeseeds, fulfilling 95.38 percent and 88.93 
percent of the procurement plan respectively. The 
Shanghai Agricultural Bank provided 302 million yuan 
in procurement funds, and no IOUs were issued to 
farmers. 


Article Examines Why Peasants Abandon 
Farming 

93CE0857A Beijing ZHONGGUO NONGCUN JINGJI 
[CHINA'S RURAL ECONOMY] in Chinese 

No 6, 20 Jun 93 pp 57-59 


[Article by He Zhuocheng (0149 0587 2052) of the 
Hunan Rural Economic Commission’s Office of Eco- 
nomic Management: “Survey and Thinking on the Phe- 
nomenon of Peasants Abandcning Farming” ] 


[Text] I. Situation and characteristics of “abandoning 
farming.” 


From the middle to the end of March 1993, we carried 
out an investigation in the Dongting Lake area, looking 
into the situation of peasants abandoning farming. The 
Statistics for the area under investigation were 150 
villages of 17 towns, attached to Nan County, Yuanjiang 
City, Dingcheng District, and Xiangyin County. The 
area has a total of 53,346 farming families with a 
cultivated area of 257,633 mu. During the past winter 
and this spring, 4,344 families abandoned farming, 
which was 8.1 percent of the total number of families 
engaged in farming; the abandoned cultivated land was 
16,435 mu, which was 6.3 percent of the total area. This 
developing trend has the following characteristics: 


First, it was more common in places where the grain 
yield was higher than in those where it was less. Investi- 
gation in eight villages of the three townships of Xiacai, 
Hekou and Rangpo Hu, all in Nan County, there were 
1.56 mu of grain field per capita, more than double that 
of other areas. There were 726 farming families who had 
abandoned the land, which constituted 29.8 percent of 
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the total number of farming families. They had given 
back 2,456 mu in fields, which was 13.5 percent of the 
total. However, in mountainous and hilly country such 
as Anhua and Yaojiang Counties, with less land under 
cultivation, this sort of phenomenon seldom took place. 


Second, it was seen more often in purely grain produc- 
tion areas. In Xiaobo township of the large district south 
of the city of Yuanjiang, 328 farming families aban- 
doned farming, which was 7.1 percent of the total. This 
made jor a total of 2,456 mu in fields abandoned, which 
constituted 8.6 percent of the total area. Otherwise, 
peasants engaged in cash crop production around Yuan- 
jiang were not only staying with farming, but were also 
battling to get contracted fields there. 


Third, it was a more frequent occurrence in those areas 
where secondary and tertiary industries provide a pos- 
sible “out” than in those where these exits routes were 
lacking. In the township of Mingxing, Xiangyin County, 
Dongting Lake district, over 3,000 people left farms to 
earn a living, and by the end of the year, they had earned 
1.5 million yuan. The cultivated fields abandoned 
amounted to 3,012 mu, which was 7.1 percent of the 
total cultivated area of 15,300 mu. It was most obvious 
in Sanhelin village where 1.005 mu in fields were aban- 
doned, or 47.8 percent of the total fields there. Twenty- 
two families who had abandoned farming hired others to 
farm their fields, at 100 yuan per mu. The situation there 
was: “the elders plant while the youth leave to make 
money; both have a happy new year.” 


Fourth, it happened more often in places of where the 
production conditions were inferior than in those places 
where the situation was favorable. Heishanzhui town- 
ship of Dingcheng district, Gaozhixiang office was in a 
low lying area. A total of 3,038 mu in cultivated fields 
were abandoned there, which made up 11.5 percent of 
the total area. Among those places where the situation 
was unfavorable, Yueliang village had 18.5 percent of its 
total farm area abandoned; in Baini village, the figure 
was 18.06 percent, it was 15.15 percent for Heishan 
village, and 15 percent for Linguo village. Group Two of 
Yueliang village, with the lowest lying terrain, had 2.02 
mu per capita of cultivated fields. There was a total of 
128 mu of farmland abandoned there, which was 49.6 
percent of the total. 


Fifth, it was more common for peasants abandoning 
farming to abandon most of their land, rather than all or 
just a little bit of it. Among 2,433 farming families in 
eight villages covered by the investigation, 725 farming 
families had abandoned farming. Among those families 
abandoning farming, 70 abandoned farming totally, 
which was 9.9 percent of the total. 460 families, 63.4 
percent of the total, gave up most of their fields, keeping 
only their grain fields. There were 195 families, or 26.7 
percent, who abandoned a smaller portion of their fields. 
As the peasants put it: plant a little grain to supply their 
own food, plant a little cotton to make their own clothes, 
and feed a large pig to earn pocket money. 
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“Abandoning farming” began in 1988, and had devel- 
oped to a certain degree by 1990. “Abandoning farming” 
on a large scale began in the latter half of 1992 when 
controls were removed from grain prices. At present, 
there are no big grain planting families left in the 
Dongting Lake area. Take, for example, Xiaobo town- 
ship, Heli village, Yuanjiang municipality, where the 
average share of fields under cultivation was 1.79 mu: 
abandoning farming was common due to the low lying 
nature of the terrain and the lack of access. The village 
consisted of ten groups, 215 families, 1,275 mu in 
cultivated fields. Of the total cultivated fields, 34 per- 
cent, or 438 mu, were abandoned; the number of families 
involved was 66, which was 31! percent of the total. 
Among these 66 families, five gave up farming in 1988, 
which was 7.6 percent of the total; in 1989, the number 
of families to abandon farming rose to 18, 27 percent of 
the total; in 1990, it rose to 38 families, 57.6 percent of 
the total; it reached its peak in 1992, when it rose to 63 
families, or 95 percent; in 1993, three more families gave 
up farming. Currently, people abandoning farming fall 
for the most part into two groups; that is, 91 people from 
25 families engaging in business, and 96 people from 27 
families going elsewhere to earn a living. This consti- 
tuted 40 percent of the total “abandoning farming.” 


“Abandoning farming” this time is different from past 
occurrences. In the past, returned fields would be taken 
over by others, but this time, due to lower benefits, even 
those who had no way of engaging in other business 
would rather plant grain rations than a variety of crops. 
They were taking a wait-and-see attitude. Counties, 
townships and villages have taken various administra- 
tive or economic measures concerning the instances 
listed above. For instance, Hekou township of Nan 
County decreed that peasants who waste a one-mu field 
would be fined 30 yuan. Heizhui township in Dingshan 
district decided that families who abandon farming 
would be barred for 10 years from contracting for fields. 
Many village level organizations are going door to door, 
encouraging famililes to contract for fields abandoned by 
other families. In those places where the situation of 
abandoning farming has gotten serious, there is encour- 
agement for institutions, schools, or hirees to take over 
these returned fields. The “two fields system” was 
adopted in Huarong and Xiangyin counties of Yueyang 
municipality, adding another grain season to the usual 
grain seasons, in an attempt to ease this contradiction. 


Since its beginning in 1990, “abandoning farming” this 
time has shown a tendency annually to increase. This 
was especially so in the second half of last year, when 
grains prices were released. Peasants had no idea how to 
deal with strange grain markets, their grain did not sell, 
and a wave of “abandoning farming” swept across grain 
producing areas. Although the areas abandoned were not 
large, the results were serious. Attracted by some peo- 
ple’s going outside and getting rich, the idea of giving up 
farming became common among peasants. As their 
traditional love of the land weakened, the peasants lost 
their enthusiasm for planting fields. Extensive opera- 
tions and plundering operations became more serious 
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daily, as peasants began to regard planting as a second 
job, and put very little into it. Therefore, insufficiently 
cultivated fields were considerably wasted, where use 
rate and output rate went down. 


Il. Reasons for “Abandoning Farming” 


1. Fairly low grain prices, and difficulty selling grains 
out. Since grain prices were relaxed in 1992, grain prices 
fell into a low point while newly produced grains became 
unsellable. Localities began to think: in 1992, only 60 
percent of the state-ordered grains were purchased at 
24.5 yuan per 50 kilograms, while the protective price of 
35.15 yuan per 50 kilograms was never implemented. 
The market purchase price was only 17 to 18 yuan per 50 
kilograms. 


2. With the price of agricultural supplies rising, compar- 
ative benefits were quite low. Increasingly costly agricul- 
tural supplies resulted in increased production costs, and 
it became unreasonable for peasants to farm their fields. 
Peasants complained: whatever is sold to us is at a high 
price, which whatever we can sell out is at a low price. A 
year’s hard work brought only enough to feed themselves 
after paying off their production loans, and such hard 
work for no payment was not worth it. They would 
rather return their contracted fields. In 1992, carbon- 
ammonia fertilizer went for 17 yuan per 50 kilograms in 
Heshanzhui township, and now (March 1993) it was 18.5 
yuan. Phosphate fertilizer was 40 yuan per 50 kilograms 
in 1992 while now was it is 60 yuan. Pesticide which was 
10 yuan in 1992 is now 15 yuan. Yueliang village of the 
same township calculated that it cost 137.5 yuan to farm 
one mu last year, but now costs 159.7 yuan, a 16.15 
percent increase in the cost of agricultural supplies. The 
Xiangyin County rural organization said that one ton of 
carbamide cost 900 yuan before the 1993 Spring Fes- 
tival, and now it cost 1,100 yuan a ton, a 22.2 percent 
increase. One ton of potash fertilizer cost 830 yuan 
before the Spring Festival of 1993 while now in cost 950 
yuan, which is a 14.45 percent. 


According to actual calculations in Xiaodong village of 
Nan county, Hekou township; Heli village of Yuanjiang 
municipality, Xiaobo township; Yueliang village of 
Dingchen district, Heishanzhui township; and Sanheli 
village of Xiangyin county, Mingxing township; the 
average output of a one-mu paddy was 1,500 jin, the 
burden for one mu was 95.95 yuan, one mu cost 169 
yuan, the net income of one mu was 90 yuan, one mu 
requires 33 laborers, and one laborer was worth 2.57 
yuan a day. Xiaodong village said that planting 3.4 mu of 
paddy was about equivalent to raising one mu of fish, 
and planting 2.3 mu of paddies was roughly the same as 
planting one mu cotton. Peasants said that for each mu 
planted, they had to work 10 to 15 times as much in the 
winter repairing dikes, each laborer working 30 to 40 
days without pay. 


3. The peasants’ burden is too heavy to bear. Part of this 
burden is imposed by the state, chiefly in the form of 
agricultural taxes, taxes on special local products, and on 
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slaughtering animals. Generally, this part of the burden 
has a tendency to rise. For example, it rose by 15.4 
percent in Xiangyin county between 1989 and 1992. The 
peasants were very vocal in their complaints about this 
the tax on special local products, which were collected on 
a per-mu basis. The second part of the burden was the 
township’s deductions for coordinating villages. In 
Xiangyin county, this was 100 in 1989, 117.2 in 1990, 
rising to 138.7 in 1991, even reaching 160.6 in 1992, 
while the net average income rose only 19 percent from 
1989 to 1992, and the rate of increase for deduction was 
far higher than the fixed rate. The third part was volun- 
teer labor and accumulated labor. Most places chose to 
take capital instead of labor, or grains instead of labor; 
both had to be paid in advance, becoming yet another 
means of adding to the peasants’ burden. For example, 
there were 2.09 million volunteer laborers in 1992 in 
Xiangyin county, and among these, 240,000 were 
replaced by taking capital, which meant an outlay of 780 
million yuan. There was 2.93 million accumulated 
laborers in 1991, and all of them were replaced by 
capital, an outlay of 9.38 million yuan in funds. The 2.77 
million accumulated laborers of 1992, were also replaced 
by capital, which meant 8.75 million yuan in funds being 
drawn. The repercussions of taking capital instead of 
labor were that the work performed was not worth the 
money being drawn. Fourth was joint production fees 
and others. This part was a hideout for those who added 
to the peasants’ burdens. in 1992, 967,903 yuan of joint 
production fees and others were drawn in Heishanzhui 
township, with an average fee of 36.57 yuan per mu of 
field. These fees appeared on legal titles, but actually, a 
great many excessive assessments were added. The fifth 
were various kinds of fund collections and temporary 
add-ons. This part was a bottomless hole, apportioned 
whenever it was needed, and caused peasants the most 
hardship. This part in Heishanzhui township was 56.22 
million yuan, an average of 21.24 yuan per mu of field. 
There were as many as nine items for which funds were 
collected. 


Statistics for four villages (Xiaodong village in Hekou 
township, Heli village in Xiaobo township, Yueliang 
village in Heishanzhui township, and Sanheling village 
in Minxin township), show that the average gross 
income per mu was 325.2 yuan, while the average 


JPRS-CAR-93-077 
20 October 1993 


burden for one mu was 95.95 yuan, which was 27.2 
percent of the total income; the average production 
cost per mu was !65 vuan, so the peasants’ average net 
income per mu was only 90 yuan, which was only 25.5 
percent. The peasants’ reaction to this is: the govern- 
ment did not permi! them to either delay their burden 
payments or pay less. regardless of whether their grains 
were sellable, and regardless of what kind of price they 
could get for them. All deductions which could be 
taken immediately were deducted at once, and for that 
part which could not, the government sent collectors 
door to door, collecting family by family. For those 
with no cash in hand, the government even confiscated 
their paddies and pigs. It became too much for peas- 
ants to bear: the more fields they planted, the heavier 
their burden. Thus, giving up farming was a way of 
discarding their package of “burdens.” 


4. Without follow-up services, production is very diffi- 
cult. Investigation has shown that a shortage of capital is 
one problem. In March of this year, Xiangyin county 
surveyed 158 families from nine villages in seven town- 
ships within seven districts. They found that the average 
funds per mu were less than 21 yuan. Among 22 families 
of Dongwan village, number 6 group in Donglin town- 
ship, there were seven families (31 percent of the total) 
which produced no capital, while the rest did not pro- 
duce enought. For the last two years, it has been hard for 
peasants to obtain credit, for banks would rather extend 
credit to the wealthy, rather than the poor, and to 
commerce rather than to agriculture. In addition, the 
earnest money for orders had already been deducted by 
governors, never reaching the peasants. For peasants in 
Xiaobo township, even though they were unable to 
obtain credit, they were still assessed 13,800 yuan 
interest on credit. A second problem has been that those 
organizations which supplied good, improved varieties. 
technology, processing, storage and transport, sales and 
supplies were weak in provision of service, and had a 
poor attitude, sometimes forcing down the level and 
price of peasants’ products at time of purchase. A third 
problem was that no one controlled businesses which 
were unprofitable or had low profits, with no guarantee 
of a connection between materials and grain production, 
making fulfillment difficult. Fourth, it was difficult to 
obtain funds for purchasing grains, so departments gave 
peasants blank receipts. 
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Article Calls for Tough Measures To Curtail 
Corruption 

93CM0459A Shanghai MINZHU YU FAZHI 
[DEMOCRACY AND THE LEGAL SYSTEM] 
in Chinese No 169, 7 Aug 93 pp 6-7 


[Article by Yun Shan (0061 2619): “Fighting Corruption 
Requires Courage To Be Tough With the Demanding 
Task”’] 


[Excerpt] Any success we may have in fighting corrup- 
tion and establishing a clean, honest government 
should not be overestimated. For we can clearly see 
that corruption phenomena and unhealthy tendencies 
remain rather serious; we certainly cannot overlook the 
fact that not only corrupt practices, particularly those 
involving exploiting official positions or authorities for 
private ends or monetary gains, have not been cur- 
tailed, they are spreading in certain region and govern- 
ment departments. 


First, in certain regions the scope of corruption is wid- 
ening today. In the past, most of the cases involving 
violation of rules and regulations occurred in the eco- 
nomic departments and enterprise units, today such 
cases have implicated personnel in the judicial organs as 
well as government and party organizations. 


Second, more and more money is involved in corrup- 
tion. In the past, corruption and bribery involved up to 
a thousand or several thousand yuan; the amounts of 
bribes today have increased to tens of thousands and 
even a million yuan. 


Third, more and more corruption cases have implicated 
leading cadres. Last year, the total of 150,000 some cases 
investigated by inspection units at various levels in 
China resulted in some 120,000 party members being 
subjected to party disciplinary action; of the latter figure, 
some 2,500 cadres were at the county or regimental level, 
180 at the regional or divisional level, and 21 at the 
provincial or departmental level. 


Fourth, increasingly cunning tactics and clever conceal- 
ment are being used in corruption. In some cases, only 
single culprits were involved; in other cases, however, 
one has to probe through different layers of relationships 
to get at the insider-outsider connections. In one prov- 
ince, investigation of one particular economic case 
implicated some 100 government and party cadres, 
including a bureau chief who was found to have accepted 
bribes of hundreds of thousands yuan from some 30 
different companies. 


Fifth, the types of corruption cases are multi-faceted. 
Official authorities, e.g., are used for private gains in the 
“fever to establish companies”; bribes are given as part 
of the “discount fever’; and corrupt practices are part 
and parcel of the “‘real estate fever,” “stocks fever,” etc. 


If these corruption phenomena are not strictly curtailed 
but allowed to spread unchecked, they will result in 
significant economic losses for China; furthermore, a 
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seriously corrupt party structure will undermine the 
government’s stature and exert an extremely negative 
impact on the masses. 


Corruption is a serious and painful problem; it is of 
great concern to the majority of the cadres and masses. 
In fighting corruption, however, one is confronted by 
some difficult tasks. In one respect, corrupt practices 
continue to spread in some regions and government 
departments, and many more major cases have come 
to the fore out the economic corruption caseload, and 
the number of insider-corruption cases has continued 
to increase. In other respects, the anti-corruption mea- 
sures taken are still not sufficiently forceful, and the 
department in charge of investigating corruption is still 
unable to keep up with an increasing caseload. A 
prominent issue today is that in many regions, the 
number of corruption cases recorded, investigated or 
arraigned has declined substantially since last year, and 
the downward trend has continued in the first quarter 
of this year. This is a great discrepancy which cannot 
but arouse our serious concern. To be sure, a concrete 
analysis should first be made of the declining trend, as 
some cases are of transitional character and the decline 
of such cases would be normal; but a declining number 
of economic corruption cases cannot be considered 
normal. Some localities claim that “there are no cor- 
ruption cases to be investigated,” but corruption has in 
fact not been eradicated. For example, a certain 
locality reported “no corruption cases” for two years in 
a row, but an investigating team, dispatched by higher 
authorities, probed deeply among the people there and 
within one week discovered leads to six cases. That 
such problems still exist has caused some people to lose 
faith in the anti-corruption struggle; they are mainly 
dissatisfied because the cases are not sufficiently force- 
fully investigated. The people criticized this approach 
by saying that “there has been a lot of tough talk, but 
not enough tough action” when it comes to fighting 
corruption. 


The causes of the above-mentioned problems are multi- 
faceted, the most important of which is that in the actual 
anti-corruption work, some regions basically have not 
understood and therefore cannot thoroughly implement 
the goal that “in firmly grasping the situation with both 
hands, both hands must be tough.” Some people con- 
sider fighting corruption and establishing honest govern- 
ment as the antithesis of economic construction, mistak- 
enly thinking that in order “to obey” and “to serve” the 
cause of economic construction, one must “make way,” 
that since “the economy comes first, it should not be 
constrained by rules and regulations,” that “by not 
controlling and probing [corruption], the economy will 
grow,” and even to the extent that fighting corruption 
now would “not be timely or convenient.” Then, there 
are cadres supervising the inspection and judicial units 
who are afraid to proceed forthrightly to investigate 
corruption for a variety of reasons; lacking the courage to 
face up to the difficulties, and being afraid of antago- 
nizing some people or standing on principles, they delib- 
erate endlessly, act only timidly and therefore fail to 
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come to grips with the reality of the issues. In some 
regions, the anti- corruption drive lacks realism and is 
being carried out only in words or documents and, at 
most, by perfunctory actions. This kind of situation 
makes it clear that in order to carry out the anti- 
corruption struggle and probe it in depth, we must first 
raise the ideological consciousness, heighten the sense of 
urgency and responsibility to fight corruption, and bring 
sufficient strength to bear on the anti-corruption 
struggle. [passage omitted] 


Article Says Social Order, Security ‘Serious’ 
93CM0459B Hong Kong LIAQWANG [OUTLOOK] 
OVERSEAS EDITION in Chinese No 32, 

9 Aug 93 pp 8-9 


[Article by Liu Jinghuai (0491 2417 2037): “China 
Strengthens Management of Social Order and Public 
Security”} 


[Excerpts] Social order and public security have become 
one of the key problems of concern to the Chinese people 
today. According to information revealed by sources in 
the recently concluded ninth session of the Central 
Commission for Comprehensive Management of Social 
Order and Public Security, the Central Government will 
take forceful measures to address the increasingly serious 
social order and security problems. [passage omitted] 


Keved to the current public security situation, the 
approach of comprehensive management of social order 
and public security during the last two years has been to 
focus attention on the regions with the most serious 
disorder and the most prominent security issues. In this 
regard, the Commission has targeted priority attention 
on one segment of the railway from Shaoyang City to 
Hengyang in Hunan Province where the disorder was 
most serious. The commission has launched a three-year 
nationwide drive to fight robbery, theft, kidnapping of 
women and children for sales, and prostitution, and 
within a one-year time frame to surround and annihilate 
the “railroad robbers.” Since March this year, when the 
campaign to annihilate the “railroad robbers” was 
launched, 28,000 cases were solved, leading to the arrest 
of some 54,000 criminals, of whom 5,764 were members 
of gangs, and to the recovery of stolen cash and goods 
with a total value of 54 million yuan. The results have 
greatly restored a feeling of safety on the railway. 


The accomplishment of comprehensive management of 
social order and public security was not limited to the 
above. In addition to attacking the overall number of 
criminals, one important accomplishment has been to 
turn what is a rather abstract work goal into a noble and 
tangible social task around which millions of citizens can 
rally for the protection of their own security. In the last 
two years, high central government officials, in speeches 
at important conferences, have repeatedly emphasized 
the need for comprehensive management of social order 
and public security, and have included this task in the 
party basic guidelines revised at the 14th CPC Congress. 
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At different levels in the provinces, autonomous regions, 
directly administered municipalities, and even counties 
and cites, organizations for comprehensive management 
of social order and public security have been established; 
scores of provinces, autonomous regions and directly 
administered municipalities have promulgated laws and 
regulations to deal with social order and public security. 
At present, close to 10 million Chinese people have 
joined the united social order protection brigades, the 
first step toward developing a protective network for 
social order and public security; these have made impor- 
tant contributions toward modernization and construc- 
tion by ensuring social stability and protecting and 
promoting reform and opening. 


What exactly is the situation today concerning social 
order and public security in China? Information 
revealed by sources in the ninth session of the Central 
Commission shows that viewed from an overall perspec- 
tive, China’s social order today is stable, but that factors 
which affect social stability are numerous and 
increasing, with cases of serious and violent crimes 
continuing to increase, many of which increasingly con- 
trolled by gangs; in short, the situation is such that there 
is no room for optimism. 


Statistics from responsible departments indicate that 
nearly 180,000 cases of capital crimes were recorded, 
investigated or arraigned during January-May this year, 
remaining at the same level as the comparable period of 
the year before. This would seem to indicate that the 
public security situation in China has not deteriorated 
further, but has remained relatively unchanged. 
According to analysis of concerned individuals, this 
relatively stable situation is made possible by political 
stability and economic development in China, but is also 
closely related to the accomplishments of the expanding 
program of comprehensive management of social order 
and public security. It can therefore be said that if China 
did not undertake such a comprehensive management 
program, the problems would have been much worse. 


Be that as it may, the situation of social order and public 
security remains very serious, and some public security 
problems occur daily. One type of problems is rampant 
armed robberies, with over 50,000 such cases reported 
during January-May this year, an increase of 25.3 per- 
cent over the same period of the year before. What is of 
note especially is that in armed robbery cases, the 
number of those perpetrated by gangs has increased; in a 
country like China where arms and weapons are strictly 
controlled, one cannot help but be worried about this 
development. A second type of problems is that serious 
public security problems exist in some rural areas, where 
roving bands of gangs drift from village to village and 
cause serious harms; in rural villages located near facto- 
ries and mines or along the transportation route, cases of 
theft and robbery of state-owned assets are common. A 
third type of problems is prostitution which is on the 
increase. It may be said that while China has scored 
conspicuous success attacking the “railroad robbers,” 
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insufficient efforts have been devoted to fighting prosti- 
tution with the result that such activities are grad”zally 
spreading. 


Only by strict management can the situat’on of serious 
social disorder be corrected. What is causs; for concern is 
that some local officials would only «oncentrate on 
economic tasks and neglect management of social order 
and security, with the result that while they have the 
economy in hand, the social order is in disarray. Other 
local officials are busily involved in developing the 
tertiary industries, seeking to attract e:terprises and 
investments and paying no attention to management of 
social order, sometimes to the point of not even pro- 
viding the necessary budget for public security tasks. Still 
other local officials are ambivalent in their attitude 
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toward banning prostitution and as a result adopt inef- 
fectual countermeasures, while some officials including 
rather high-ranking officials take the view that consid- 
ering the large extent of opening to the outside, increases 
of activities in sex and gambling are but part of that 
trend, and these officials even advocate that since some 
things cannot be forbidden, they might as well ““drop the 
ban altogether.” Finally, there are local officials, learning 
economic development from experiences of coastal 
areas, have the mistaken notion that “there is no wealth 
without prostitution, and no living without prostitutes,” 
and therefore tacitly approve and even encourage out- 
right prostitution. If such arguments are listened to and 
given any credence, the ugly aspects of Chinese society 
will certainly and quickly be exacerbated. [passage 
omitted] 
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Guangdong MD Leader Views Market Economy, 
Reserve Duty 


93CMO0S509A Beijing ZHONGGUO MINBING 
[CHINESE MILITIA] in Chinese No 6, 9 Jun 93 pp 3-4 


[Report on interview in March 1993 with Guangdong 
Military District leader on market economy and reserve 
duty, by correspondents Hu Youxiu (5170 2589 4423) 
and Mao Wenrong (3029 2429 2051); place not given: 
“Opportunities, Challenges, and Countermeasures”’] 


[Text] Under market economy conditions, what consti- 
tutes good militia and reserve duty work? This is a 
matter under consideration by many comrades on the 
people’s armed forces front. In Guangdong Province, 
particularly in the Zhu Jiang (Pearl River) Delta, where 
the curtain of national reform and opening was raised 
first, the dynamic market economy has become a focus 
of worldwide attention. How is militia and reserve duty 
actually going there? And how are they dealing with the 
practical matters that they are being confronted with? In 
March 1993, we interviewed a Guangdong Military 
District (MD) leader on these matters? 


What nities Have Reform and Opening Brought 
to Militia and Reserve Duty? 


[Reporter] Many comrades are noting that the more 
reform is intensified and the more a market economy ts 
developed, the harder militia and reserve duty become. 
What is the view of the Guangdong MD leadership and 
people's armed forces cadres at all levels on this matter? 


{Guangdong MD Leader] To be objective about it, while 
the new conditions have certainly made militia and 
reserve duty harder, reform and opening have also 
brought new opportunities to militia and reserve duty. 
We have had firsthand experience with many practical 
benefits. 


Benefit 1. Reform and opening have pushed militia and 
reserve duty to new fields of thought and a stage of 
development and creativity. Reform and opening have 
brought changes to all aspects of society, with the first to 
be affected being the field of thought. So the ever- 
changing new situation is driving we comrades engaged 
in armed forces work to study new conditions, learn 
from new local experiences, and do a good job of 
self-reform, in order to adapt to the changing new state 
of affairs. 


Benefit 2. Reform and opening have provided a broad 
arena of action for militia and reserve duty. The new 
status quo has not shrunk the scope of abilities of the 
militia and the reserves, but rather has broadened it. For 
instance, the more grim public order situation due to a 
variety of factors has required bringing the militia 
advantages of wide distribution and large numbers into 
full play, to cooperate with the public security sector in 
cracking down on crime, in order to maintain a secure 
and united order and a fine investment and production 
environment. Taking another example, the militia 
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burden in cooperating with the pertinent sectors to crack 
down on smuggling in coastal zones is also not a light 
one. In addition, the developmert of large construction 
projects, the increased output and higher income to 
create efficiency by industrial mining enterprise units, 
and emergency and firefighting efforts, all require 
bringing the key leading role of the militia into full play. 


Benefit 3. Reform and opening have laid a good material 
foundation for militia and reserve duty. In Guangdong’s 
14 years of reform and opening, we have quadrupled our 
economy, bringing in good revenues so that local gov- 
ernments can provide the necessary funds and man- 
power for the armed forces. When the Foshan Military 
Subarea was getting ready to put up an administrative 
office building, the original plan was to build a six story 
building with an area of 4,300 sq m for ordinary opera- 
tions. But when this was reported to the municipal party 
committee, several key municipal leaders were unani- 
mous that this plan “had too low of a starting point,” and 
that “while it did not need to be built, it would have to 
be first-class if it was,” “to ensure that it would not 
become obsolete for three decades.” It was finally 
decided to build an eight and one-half story multipur- 
pose building with an area of 5,742 sq m, and with 
building space and ail fittings suited to modern needs. 
This building is now finished and in use. The people’s 
armed forces in all counties are running office buildings, 
national defense education and training bases, and 
armories that are quite modern and first-rate from 
structure to complete interior facilities, which would 
have been unimaginable in the 1960s and 1970's. 


Benefit 4. Reform anc opening have promoted a militia 
emphasis on efficiency, quality, and creation of excel- 
lence. Localities have emphasized economic work, 
daring to be first, top-grade, and high-quality, and 
boldly standing out and competing. Driven by such 
thinking, all cities, counties, and districts have empha- 
sized armed forces adherence to high standards and 
quality. In the fall of 1990 when Foshan was planning 
a reserves parade, some comrades were making rather 
simple plans at first to save money and effort. But the 
municipal leadership felt that the small scale would not 
do to boost national and municipal prestige, and that it 
would not do to improvise. So it was finally decided to 
expand the scale from a battalion to a regiment, and to 
add a county air force reserve troop, for a total of over 
3,000 to take part in 10 military exhibitions, such as a 
troop review and a live-ammunition offensive exercise. 
This Foshan military performance and the fall 1991 
Guangzhou reserve division parade were both very 
successful, evoking great repercussions both at home 
and abroad. The visiting Hong Kong and Macao coin- 
patriots and overseas Chinese businessmen were full of 
praise, saying that with such military might, they could 
rest much easier about their investments. Twelve 
Guangdong cities have also conducted such parades 
and military exhibitions. 
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What New Problems Are Militia and Reserve Duty 
Encountering Under Market Economy Conditions? 


[Reporter] We have been quite stirred by the positive 
impacts of reform and opening on militia and reserve 
duty that you just mentioned, as we have also toured 
places such as Foshan, Nanhai, and Shunde, witnessing 
armed forces “air artillery exchanges,” which have 
certainly broadened our horizons and stirred up our 
hearts. Guangdong’s today is the interior provinces 
and autonomous regions’ tomorrow. May I ask you as 
a leading comrade to discuss the new problems 
encountered in militia and reserve duty under market 
economy conditions? 


[Guangdong MD Leader] The new conditions are cer- 
tainly presenting the armed forces with new challenges. 


Challenge 1. The public’s national defense stance can 
easily weaken. As some comrades believe that major war 
will not break out in the short-term, they feel that armed 
forces work can be slackened, so pay slightly less atten- 
tion to the armed forces, with public support slackening 
slightly, and work difficulty slightly greater. This means 
that we have to make an effort to do a solid job. 


Challenge 2. The adjustment of industrial structure 
guided by markets impacts the traditional pattern of 
militia organization. The rise of tertiary industries in the 
cities and the development of township enterprises 
requires troop distribution to be more adaptable and 
flexible. The expansion of social labor employment 
routes and the faster labor mobility rate requires a search 
for new adjustment countermeasures, in order to main- 
tain a solid and strong militia organization. 


Challenge 3. The grass-roots armed forces report most 
that the armed forces are a “sort of underpaid govern- 
ment office,” receiving less income than other sectors 
while working harder, causing dissatisfaction among 
those in service and an unwillingness to join. So people’s 
armed forces replacements have become a problem, with 
aging of the current ranks. 


What Countermeasures Is Guangdong Taking To 
Promote the Coordinated Development of the Armed 
Forces and Economic Construction? 


[Reporter] Will the Guangdong MD leading comrade 
please discuss how the Guangdong armed forces are 
dealing with new problems and what new countemea- 
sures are being taken? 


[Guangdong MD Leader] We are aware that under the 
new conditions of reform and opening, militia and 
reserve duty should carry forward traditions while 
reforming and pioneering. Our basic experience, as well 
as our fundamental thinking, is mostly as follows: 


Idea 1.We need to make great efforts to emphasize 
national defense among the public, particularly cadres 
at all levels, in order to optimize the armed forces 
environment. The more we build and develop a market 
economy, the more emphasis needs to be placed on 
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such indoctrination. The difficulties encountered by 
the armed forces under the new conditions need to be 
dealt with through national defense indoctrination. As 
to how to deal with the relations between national 
defense and economic development, many local 
leading comrades have presented penetrating views, 
such as “the arr d forces stationed in SEZ’s can play 
the roles of threatening enemies and stabilizing soci- 
ety,” “doing good armed forces work is necessary for 
both future anti-aggression and current defense of 
stability and unity and ensurance of a good investment 
climate,” and “local top-level party committees need 
to be both economically aware and vigilant in peace- 
time, i.e., they need both a political and economic 
braintrust and military smarts.” Through widespread 
dissemination and propaganda to reinforce the 
national defense mindset, militia and reserve duty can 
establish a correct stand to provide a powerful spiritual 
pillar for readily solving many problems. 


Idea 2. We need to continue to carry forward the fine 
tradition of party control of the armed forces, by consci- 
entiously reinforcing our leadership of militia and 
reserve duty. Many problems have been solved in recent 
years through party committees and governments 
drawing up correct principles and policies. For instance, 
as to matters, such as maintaining grass-roots armed 
forces stability, enlisting and retiring peoples armed 
forces cadres, and carrying out indoctrination and 
training, the provincial party committee, government, 
and military district have drawn up and issued over 20 
legal documents. 


In November 1992, Guangdong held an on-the-spot 
meeting in Foshan on party control of the armed forces, 
where Foshan introduced the “dual awareness” of syn- 
chronized enhancement of economic development and 
national defense, i.e., synchronized growth of “dual 
investment,” simultaneous progress in “dual reform,” 
simultaneous strengthening of the “dual ranks,” syn- 
chronized bringing into full play of the “dual role,” and 
simultaneous advance of militia and economic work to 
new heights. It was precisely due to this powerful lead- 
ership by the party committee and government that 
areas, such as people’s armed forces standardization, 
national defense indoctrination and training bases, and 
militia armories, have seen the emergence of a group of 
high-standard and sharp-impact models. 


Idea 3. The new status quo requires innovative counter- 
measures. In recent years, Guangdong has conducted a 
series of militia and reserve duty reforms directed at the 
new and changing status quo. For instance, directed at 
township enterprise development, vast numbers of rural 
youths have “washed their feet and left the fields” to go 
to work in factories, bringing prompt reform of the 
traditional militia organization order, with the militia 
organization focus shifting from natural villages to town- 
ship enterprises. Directed at the growth of “the three 
kinds of foreign trade enterprises,” cities, such as Guang- 
zhou and Shenzhen, have set up militia organizations in 
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such enterprises that are large in scale and have estab- 
lished party organizations. Directed at the larger floating 
population coming from other places, cities and counties 
in SEZ’s and EDZ’s have recruited youths who have 
worked under contract for more than two years into the 
militia. Directed at enterprise system reform and con- 
version of operating forces, the militia has been incor- 
porated into the ranks of factory managers and directors. 
Directed at the military recruitment difficulties experi- 
enced in previous years, we have reinforced naticnal 
defense indoctrination, while emphasizing recruitment 
according to law, and coordinating the responsibility 
system with military recruitment, Communist indoctri- 
nation, and job placement. Practice has proved these 
methods to be effective. 


Idea 4. We have implemented the “quality-building” 
concept, by striving for quality through emphasizing 
priorities. As the militia is so vast in size, not empha- 
sizing priorities not only would not improve quality, but 
also would impact economic development. Emphasizing 
priorities in Guangdong means emphasizing coastal 


JPRS-CAR-93-077 
20 October 1993 


zones and cities. Meanwhile, we need to pay particular 
attention to emphasizing the development of our two- 
tier armed forces ranks. 


Idea 5. We are taking active steps to mobilize and 
organize the militia and reserves to take part in devel- 
oping the two civilizations. In recent years, it has been 
precisely because we have brought the key role of the 
militia and reserves in production and construction into 
full play, emphasizing their prominent role in priority 
construction and disaster relief, their bodyguard role in 
helping the public security sector crack down on crime 
and deal with incidents, and their leading role in learning 
from Lei Feng and establishing a new style, that militia 
and reserve duty have acquired so much attention and 
support from party committees and governments at all 
levels, as well as being supported by the public. An 
armed forces cadre has said that “action brings might, 
might brings status, and status brings manpower and 
money for increasingly better armed forces,” which was 
quite a mouthful. 
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KMT Power Structure After 14th Party Congress 


93CM0495A Taipei HSIN HSIN WEN [THE 
JOURNALIST] in Chinese No 337, 28 Aug 93 pp 58, 63 


[Article by Hsieh Ch’ung-liang (6200 1813 5328): “This 
Is a Strange-Shaped Top-Heavy and Bottom-Heavy 
Power Structure; New Change in KMT decisionmaking 
after the 14th Party Congress”] 


[Text] In the wake of the changes at the 14th Party 
Congress, the KMT is now an out-and-out contradictory 
structure, as the power of the Central Standing Com- 
mittee and the Central Executive Committee have been 
reduced, the upper levels are seeing concentration of 
power, and the lower levels have been democratized. 
This “‘odd-shaped”’ organizational structure leaves an 
extremely large gap for contention within the party, and 
over the next several years the struggle over the major 
factions within the party and over the party line may in 
the end have to be decided at a party delegate congress, 
to delay an all-out struggle within the party ranks. 


Following the 14th Party Congress, KMT Chairman Li 
Teng-hui hopes that the KMT will take a path of thor- 
ough democratization. Nevertheless, two plans, one 
calling for the installation of four deputy chairmen and 
the other for the convening of a party delegate congress 
every two years, means that the KMT in terms of theory 
is a completely contradictory political party, with the 
upper layers forming a Leninist type political party 
decisionmaking core, and the lower levels having a 
strengthened function for the party delegate congresses, 
while the Central Committee then will have to transfer 
power to lower levels. 


With the installation of the four deputy chairman and 
the party chairman, this core group of five people 
achieves the same effect as the Communist Party Polit- 
buro Standing Committee, with its five person collective 
decisionmaking core group power structure; as long as Li 
Teng-hui transfers power to lower levels, then the estab- 
lishment of this five power core leadership team com- 
pletely turns the clock back on democracy, and is a 
typical example of a Leninist centralization of power in 
the upper ranks of a political party. 


Because the policymaking core consisting of Li Teng-hui, 
Li Yuan-tsu, Hao Po-tsun, Lin Yang-kang and Lian 
Chan will replace the 31 member Central Standing 
Committee, major policy, personnel, and internal Party 
reform decisions will be made after this five person 
leadership team has discussed the issues. These decisions 
will then be turned over to the Central Standing Com- 
mittee to endorse, making the Central Standing Com- 
mittee, originally a rubber stamp, even more devoid of 
substance, and in the high level power structure giving 
the chairman and four deputy chairmen the ability to 
replace the decisionmaking functions of the Central 
Standing Committee. Nevertheless, the premise for this 
from a system perspective is that Li Teng-hui is disposed 
to transferring power downward to the deputy chairmen. 
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In light of the selection of the four deputy chairman, Li 
Yuan-tsu is vice president and will also guide the third 
stage of constitutional government reform. In terms of 
seniority, Li Yuan-tsu, though he is the first deputy 
chairman, also holds other posts concurrently; Judicial 
Yuan chief Lin Yang-kang next year will resign his 
position, and prior to this it would not be suitable for Lin 
to exercise his functions in the deputy chairman posi- 
tion. Executive Yuan chief Lian Chan’s position is head 
of the executive, and he cannot be expected to put in 
full-time as deputy chairman. Among the four, only Hao 
Po-tsun, presidential office political advisor, is not tied 
down to a job. In addition, Hao, before resigning as 
prime minister in the previous cabinet, has expressed 
great interest in Party affairs on many occasions, even 
stressing that he most wanted to serve as central party 
headquarters secretary general. 


For this reason, among those selected to be future vice 
chairmen, Hao alone can serve as a “full time” deputy 
chairman, but there is no way of knowing whether or not 
Li Teng-hui will delegate sufficient power to him. 


In the “Innovative Program for Party Work” of the 1 3th 
Party Congress, the KMT’s organizational structure 
more or less was planned to have three sections: member 
organization, policy coordination, and administration. 
The KMT will gradually undergo a transformation when 
it comes to its electoral apparatus and political coordi- 
nation functions, and in the changing of subordination 
of the office of Secretary General Song Chu-yu’s (James 
Soong) Central Policy Committee and the establishment 
of a member seniority system, the party will hold the 
position of lubricant between the government and the 
legislative branch, and will not be a policymaking unit. 
Nevertheless, in the wake of this rebuilding of the 14th 
Party Congress, a leadership team consisting of the 
president, vice president, and two heavyweight figures 
within the party then becomes the decisionmaking core 
of the party and government, and by no means plays a 
policy coordination role. From this point of view, the 
14th Congress has turned back from the | 3th Congress. 


In another sense, the 14th Congress, by adopting a 
motion that the a party delegate committee be held once 
every two years, struck a blow at the Central Commit- 
tee’s power; party regulations stipulate that the Central 
Committee must meet once a year, and any major 
personnel reform and policy decisions within the party 
must be approved by the Central Committee. In 1979 
the selection of the president and vice president was 
passed provisionally by way of a plenary session of the 
committee, and the KMT’s plan to amend the constitu- 
tion also by way of approval by a plenary session of the 
committee. Thus in terms of exercising power, the Cen- 
tral Committee has its essential function. 


If now the party delegate committee will meet once every 
two years, at the next meeting of the committee at the 
sensitive moment when the president and vice president 
are nominated within the party, the 14th Congress’s not 
yet forwarded motion on the selection of the president 
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and vice president within the party is bound to be 
proposed at the next party delegate committee meeting. 
In the future for the KMT, before party regulations have 
been revised, the nominations within the party for 
president and vice president will both be fully controlled 
by the party delegate committee, and this will also clearly 
reduce the power of the Central Committee. The Central 
Committee’s transfer of power downwards then will tend 
to be in accordance with Western-style democratic polit- 
ical party practice. From this point of view, the KMT is 
making a big step towards democratization. 


For a long period, the KMT has been a political party 
with central concentration of power, and the center of 
power was found at central party headquarters, and not 
locally. The question is how much the meetings of the 
party delegate committee, held once every two years 
have broken this old pattern, making the grass-roots 
popular will capable of appearing as the core of power, 
directly influencing the supervision of the chairman and 
Central Committee, and having a good effect on democ- 
ratization within the party. However, if we analyze 
things from the opposite angle, the frequency of the party 
delegate committee meetings, for the KMT in its current 
stage of factional division and conflicting lines of power, 
cleariy has drawbacks in terms of a coming together of 
the party, and will even intensify the internal party 
ideological struggle and the struggle between main- 
lander’s and natives. For a KMT on the verge of divi- 
sion, it will only add another variable. 


After the 14th Congress, the upper level power struc- 
ture of the KMT will be an anti-democratic Leninist 
type political party, made up in particular of the 16 to 
21 members of the Central Standing Committee who 
are mutually selected by the Central Committee, while 
the traditional grass-roots mobilization will occur 
entirely through inner-party elections. The quality of 
the Central Standing Committee members and of the 
Central Standing Committee will be gradually reduced, 
creating a five person core group which will replace the 
past decisionmaking functions of the Central Standing 
Committee. 


In addition, in order for the decisionmaking of the 
chairman and deputy chairman to be able to run through 
the Central Standing Committee, the KMT Secretariat, 
after the 14th Party Congress, will certainly have to 
revise the Central Standing Committee rules of proce- 
dure, revising the rules for election via amendment of 
non-committee deputy chairmen, providing the right to 
vote and right to speak in the committee, and consider- 
ably adding to the weakening of the Cent-al Standing 
Committee. 


When it comes to the power structure of the lower levels, 
the result of the division of power between the party 
delegate committee and the Central Committee, in terms 
of exercising power within the power structure, will be 
the Central Committee clearly withering. Devolving 
power to lower levels certainly wiil lead to local party 
headquarters gaining power, particularly in the frequent 
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electoral battles, and local party headquarters will 
become the center of gravity of the KMT, while the 
central party headquarters jurisdiction will follow local 
headquarters growth and decline. 


In regard to these aspects of the KMT crisis, the 14th 
Congress clearly did not out and out reverse the building 
of the KMT into a democratic political party, but the 
congress could be a major factor in the second splir- 
tering of the party over the next several years. 


Investment on Mainland Surges, Rules Relaxed 


93CE0865A Beijing JINGJI RIBAO in Chinese 
23 Aug 93 p 3 


[Text] On 12 August, the Taiwan “Executive Yuan 
Mainland Affairs Council” adopted in principle the 
“Licensing Measures for Engaging in Business Activities 
in the Mainland Region” that was drafted by the “Min- 
istry of Economic Affairs [MOEA],” giving greater lati- 
tude to Taiwan enterprises to accept offers to engage in 
business activities on the mainland such as management 
consulting, research into business conditions, com- 
modity promotion, and business development. 


Based on a report from a Taiwan source, the licensing 
measures stipulate that the “MOEA” is responsible for 
approving seven types of commercial activity on the 
mainland, including |) the various types of management 
consulting services needed for commercial and indus- 
trial activities; 2) commodity sales promotion and var- 
ious types of promotional services; 3) research into 
business conditions; 4) production technology investiga- 
tion and research and related information gathering; 5) 
conducting or participating in business development; 6) 
exchange of products and services; and 7) other business 
activities announced by responsible governmental agen- 
cies. Observers feel that the implementation of these 
licensing measures will expand the mainland business 
activities of Taiwan entrepreneurs. 


“Vice-secretary” Gao Konglian [7559 1313 1670] of the 
“Mainland Affairs Council” indicated that, although the 
business activities mentioned above are not easily clas- 
sified as “indirect” or “direct,” and there are no stan- 
dards spelled out in the licensing measures for such 
classifications, indirect activity is considered the stan- 
dard and mainland business activity is classified as 
indirect, so businesses must still provide “‘post transac- 
tion reports.” 


At the same time, Taiwan’s “MOEA” has decided to 
relax restrictions on factory and business inspection and 
participation in mainland commercial development. 
Henceforth, Taiwan businesses engaged in commercial 
development on the mainland need not apply for per- 
mission with the “Board of Foreign Trade,” but need 
only report their activities to the “MOEA Commerce 
Department.” 


Recently, Li Shujiu [2621 2885 0036], the “MOEA vice 
minister,” indicated that Taiwan’s “Bureau of Entry and 
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Exit” currently receives applications from Taiwan busi- 
nesses seeking to visit the mainland for inspection pur- 
poses, while the “Bureau of Foreign Trade” issues per- 
mits to businesses going to the mainland for product 
conferences and commercial development. Henceforth, 
the above-mentioned rules will be revised and made part 
of the “Licensing Measures for Engaging in Business 
Activities in the Mainland Region,” while restrictions 
will be greatly relaxed. 


Clearly, the willingness of Taiwan authorities to allow 
factories and businesses to expand the scope of their 
mainland activities is due to the fact that investments of 
Taiwan factories and businesses on the mainland con- 
tinue to rise. Investments this year were 570 percent 
more than the same period last year, ranking second on 
the list of mainland foreign investment sources. 


The most recent monthly report of major mainland 
Statistics by the Taiwan “Executive Yuan Directorate 
General of Budget, Accounting and Statistics” shows 
that the amount of Taiwan business investment on the 
mainland has grown year after year, and that in addition 
to labor intensive medium- and small-size enterprises, 
large capital and technology intensive production con- 
cerns are also beginning to “hit the mainland” in search 
of growth. Taiwan’s “Economic Minister” Jiang 
Bingkun [3068 0014 0981] feels that Taiwan-mainland 
entrepot trade benefits both sides and helps the main- 
land to increase exports. He points out that, although the 
mainland has a negative trade balance with Taiwan, the 
mainland is not going to adopt policies to restrict 
imports from Taiwan. 


Related information reveals that Taiwan-mainland 
entrepot trade conducted via Hong Kong continues to 
grow, with Taiwan having sent over eight billion dollars 
worth of exports to the mainland via Hong Kong over 
the first half of this year. This is more than 30 percent 
greater than last year’s amount, and Taiwan’s favorable 
trade balance with the mainland continues to skyrocket. 


Recently, Taiwan’s industry has greatly stepped up its 
mainland investment, while avenues of investment have 
greatly increased. Based on a report from a Taiwan 
source, on 12 August the Taiwan “MOEA Investment 
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Commission” approved 143 applications from Taiwan 
enterprises to engage in mainland investment amounting 
to $95.3 million. This is the largest batch of applications 
for mainland investment by Taiwan enterprises exam- 
ined and approved by Taiwan authorities in one sitting 
in recent times, and investment items have expanded in 
detail. 

Among the 143 applications for mainland investment 
approved by Taiwan's “Investment Commission” were 
requests for investment items by many publicly traded 
companies like the China Chemical & Pharmaceutical 
Company, the Pacific Construction Company, the For- 
mosan Rubber Group, the Mingjiali Metals Industrial 
Company, and the Taiwan Glass Company, while the 
other applications were for smaller investments of less 
than one million dollars. 


Among the fairly large investment items approved were: 
an investment of $3.85 million in Suzhou by the China 
Chemical & Pharmaceutical Company to set up the 
China Chemical Pharmaceutical Products Industrial 
Company to manage production and sales of such items 
as western pharmaceutical preparations, toothpaste, and 
mouthwash; an investment of $2.7 million in Ningbo by 
the Formosan Rubber Company to establish the For- 
mosan Sizing Materials Company to manage the design, 
manufacture, and sales of rubber rafts, air mattresses, 
foaming agents, and polyurethane cosmetic plaster, 
among other things; an investment of $2 million in 
Shanghai by the Pacific Construction Company to estab- 
lish the Shanzhai scific Department Store; an invest- 
ment of $2.2 miiiion in Qingdao by the Taiwan Glass 
Company to set up the Qingdao Yahua Glass Factory; an 
investment of $1.7 million in Wujiang by the Minchali 
Metal Industry Company to establish the Wujiang Fuli 
Metal Products Company; an investment of $1.2 million 
in Wuhan by the Chu Lien Industrial Company to set up 
the Wuhan Ceramics Factory; an investment of $1.7 
million by the Lien Hua Food Company to establish the 
Beijing Lien Hua Food Company; and an investment of 
$1.7 million dollars in Shanghai by the Croslene Chem- 
ical Industries Ltd. to set up the Shanghai Croslene 
Company. To date, Taiwan businesses are still not 
permitted to directly invest in the mainland, but instead 
must transfer funds and materials via a third region. 
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Senior Civil Servants Association Opposes New 
Employment Policy 


93CM0463A Hong Kong MING PAO in Chinese 
16 Aug 93 p 5 


[Article by the Local Senior Civil Servants Association: 
“The New Policy That Does Not Hold Water’’} 


[Text] A basic issue the government has been trying 
very hard to avoid during this dispute is whether the 
employment policy which has been in effect for many 
years is discriminatory against the locals. Will the new 
policy continue such discrimination? Overseas 
employees have always been paid much better than 
their local collegues. The actual income of a middle 
level overseas public servant is twice as much as that of 
their local collegues at the same level. In spite of recent 
adjustments, the gap is still enormous. Moreover, 
overseas public servants have long been in control at 
higher levels. The discriminatory nature of this set of 
colonial personnel policies is undisputed. 


1. The current Attorney General pointed out in a 1989 
letter to the Salary Standing Committee: “... The two sets 
of employment conditions existing in the government 
have become increasingly unpopular. They are the cause 
that more and more people refuse to join or stay in the 
government. I am sure I can represent the entire rank of 
prosecutors in urging (Your Excellency) to abolish as 
soon as possible these unequal employment conditions 
and artificial differences.” 


2. The British Government also clearly admits that the 
current system does discriminate against the locals. The 
Sino-British Joint Declaration contains the following 
stipulations: “The existing recruit, employment, evalua- 
tion, discipline, training, and management systems of 
Hong Kong should be preserved except for the stipula- 
tions concerning the granting of privileges to foreign 
nationals.” The 103rd Clause of the Basic Law also 
provides similar stipulations. 


3. The 21st Article of the Human Rights Bill stipulates: 
“All permanent residents...are free from unreasonable 
restrictions and have the right and opportunity...to serve 
as public servants of Hong Kong under normal equal 
conditions.” 


The Attorney General pointed out long time ago that 
these two sets of service conditions were “unequal,” 
“artificial,” and clearly in violation of the Human Rights 
Law. How is it that when handling the illegal policy that 
discriminates against tens of thousands of local public 
servants who are positively “permanent residents,” 
Chen Fang An Sheng [7115 2455 1344 3932] only 
applied the stalling tactic by stating “the intent to discuss 
the idea of adopting a unified set of employment condi- 
tions in the future” but was able to make quick all-round 
concession whe> dealing with the “violation” clamored 
by a handful of overseas employees? 
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Chen deliberatedly exaggerated the results of the pre- 
vious localization policy, creating the impression that 
overseas employees have been “oppressed” by this 
policy. Turning the privileged class into “small and weak 
victims” is really reversing cause and effect. 


Chen pointed out that the “localization” policy applies 
the principle of “giving priority to hiring local people.” 
The fact is that for many years the government has been 
recruiting local people at only “half price.” For instance, 
if the government cannot find qualified local people with 
$100, it will use this as an excuse to recruit abroad with 
$200, thus using “half price” to offset “privilege” and 
creating a special privilege class of overseas employees. 


Another focal point of the localization policy is what 
Chen said “the contracts of overseas employees can be 
renewed only when no local replacements are available.” 
In fact, the actual power for enforcing the localization 
policy has always been in the hands of overseas officials. 
The consequence of conscientiously enforcing the “non- 
renewal” policy is “firing their own friends.” Overseas 
officials are “contestants” who also play the role of 
“referees.” The conflict of interest is extremely obvious. 
Local personnel do not even have a chance to carry out 
fair competition with overseas personnel. 


High-ranking officials of the government recently 
declared on various occasions that localization does not 
equal transformation to “citizens of Chinese origin,” 
creating the impressions that localization is the same as 
transformation to citizens of Chinese origin and trans- 
formation to citizens of Chinese origin is narrow racism. 
To defend their new policy, they would not even hesitate 
to stir up racial tensions. For many years through the 
employment policy, the govern ment has been separating 
public servants into “overseas” employees, consisting 
mainly of foreign nationals, and “local” employees, 
consisting mainly of people of Chinese origin and minor- 
ities. That the second category has been oppressed and 
discriminated against is already an undisputed fact. The 
government really should not ignore this special histor- 
ical background. 


1. The localization policy is not “giving priority” to 
citizens of Chinese origin. It is only a measure to 
compensate the injuries they received as a result of past 
discrimination. It is reasonable and has precedents. 
Confusing the compensatory measure with the transfor- 
mation into citizens of Chinese origin, which is racism, is 
to deliberately misleading the public. 


2. Many high-ranking positions in the current govern- 
ment are taken by foreign nationals which account for 
only a very small percentage of the population. This in 
itself is very abnormal. Where in the world can we find 
an “internationalized” city government where nearly 40 
percent of policy-making positions (half of which are 
long-term overseas employees who are very unlikely to 
become localized) are controlled by outsiders who are 
not familiar with local languages and culture? 








JPRS-CAR-93-077 
20 October 1993 


The contract benefits of overseas employees, such as 
relatively long annual vacations and free family airline 
tickets for return to motherland to maintain original 
“social ties,” dormitories, housing allowances, and 
“pension” that accounts for 25 percent of total con- 
tract income, are all designed with the precondition 
that overseas employees are “passing travelers” of the 
government. 


No. 4 of the 115 annotations further guarantees that 
overseas employees shall not lose their “overseas” status 
becuase of their residency in Hong Kong during their 
employment period. 


Overseas employees have volunteered to accept these 
contract terms and fully enjoyed various corresponding 
benefits. Now they want the “local” status. Is this 
ethical? The government alleges that overseas employees 
should be protected by the “Law of Human Rights.” 
This argument is really farfetched. 


1. Overseas employees voluntarily accept the employ- 
ment status of “passing travelers” and benefits. How can 
they be deprived of the right and opportunity to “serve 
as Hong Kong public servants” under the Article 21 of 
the Law of Human Rights? 


2. Since it is a contract, the government has the right not 
to renew it without any reason. How could this be 
violating the Law of Human Rights? 


3. The Article 21 of the Law of Human Rights applies 
only to “permanent residents.” Why does the govern- 
ment extend special treatment even to “overseas 
employees who are not permanent residents”? 
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4. It is questionable whether “permanent residents” in 
the Law of Human Rights can be simply interpreted as 
“permanent residents” used in the immigration regula- 
tions which do not have any constitutional meaning. 
Chen said we will lose if we take it to court. It is really 
not convincing. 


Chen also said that the new policy is only “temporary” . 
and not many people will apply. However, it is abso- 
lutely impossible for the government to use administra- 
tive methods such as “expiration” or “evaluation” to 
prevent overseas employees from later switching to 
“local” employees or becoming “long-term” employees 
once they are granted the status of “permanent resi- 
dents.” Turning an error of principle into a technical 
problem that “bears little significance,” Chen has delib- 
erately misled the public. 


We support Hong Kong in using fair and reasonable 
means to continue to absorb international experience 
but we absolutely refuse to accept the government's 
practice which interpretes privileges as “human rights” 
in order to protect a few overseas employees and gives up 
the localization policy which has been in effect for many 
years. We reiterate that the government must: 


1. Immediately rescind the new policy, solicit opinions 
from all sides, and seek a fair solution. 


2. Find out which officials are responsible for the policy 
errors. 


3. Conscientiously implement the localization policy to 
correct the damages caused by the discrimination against 
the local people. 


4. Immediately adopt unified employment conditions to 
eliminate discrimination. 
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